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[. INTRODUCTION

Investingin small businessesis keyto fueling local economiesand creatingopportunity. In Boston,
the city® over40,000 small businessesgenerate about $15 billion in annual revenueand
approximately170,000 jobs. Theyrepresent44% of employmentand 37% of revenuesfor the city®
private, for-profit businesses. Yetsmall businessesoften struggleto accessthe capital they needto
growin the conventionalmarket, challengesthat can be magnified for minority and women-owned
businesses. Asa result, these businessesare not proportionallyrepresentedin our economy.
Althoughminorities representnearly half of the population of Boston, minority owned businesses
only comprisea little more than 30% of city businesses,generateonly $2.7 billion of revenueand
employ32,400 people. Similarly,thoughwomenaccountfor 52% of Boston® population, only 35%
of Bostonbusinessesare owned by women1

Recognizinghese issues, NortheasternUniversity,workingwith the Cityof Boston, soughtto
leverageits resourcesand its vendorcontractingprocessto support small businessgrowthin the
neighborhoodsadjacentto the University with a particular focus on minority- and womenowned
businesses NortheasternengagedNextStreet Financialto help designand plan a supplier diversity
initiative, and Next Streetidentified Local Initiatives SupportCorporation(LISC) a nonprofit that
providesloans and advisoryservicesto underservedsmall businesses,to partner with Northeastern
on the initiative. Nationallyand in its local office, LISCis particularlyfocused on minority and
womenowned businessdevelopmentand entrepreneurship.

LISCand Northeasterndevelopedthe Impact Lendingprogramin 2016 6 a small businesslending
platform seekingto nurture the local economiesof the neighborhoodsthat surroundthe University
and position businessownersto accessnew businessopportunities at Northeastern and elsewhere,
openingthe doorsto significantnew growth opportunities. In particular, Impact Lendingwas geared
to supportingwomen and minority-ownedbusinessesin low to moderate income communitieswith
a full range of lending productsto meet their capital needs. Wesoughtto supportemerging
entrepreneursother lenders may deemtoo risky and, in the process,help open doorsfor economic
development,wealth building, social connectionand creativityin neighborhoods.

Thisreport summarizesthe programas piloted, describesthe p r o g rirapawd, svaluatesthe

p r o g rsacoedsesand challenges,and sets forth somelessonslearnedto guidethepar t i ci pant s
ongoingwork supportingdiverse small businessownersand their communities.

[I. BACKGROUND

Recognizinghat its existingand future vendorslocated in Boston needed better accessto financing
to supporttheir businessoperationsand grow,in 2016 NortheasternUniversitybeganworkingwith

1 City of Boston Small Business Plan, March 2016



Locallnitiatives SupportCorporaton (LISC)o provide small businessfinancing to minority-owned,
womenownedand/or small businesses(knownaso T a r gBeutsd ch ein its eosnd@ynity.
Northeasternwas particularlyinterested in increasingthe diversity of existingand potential
Northeastern contract vendors,increasingits use of small businessesas vendors,and providing
financial supportfor businessesthat serve communities surroundingNortheastern.

O ligpart of Nor t h e aathoeto méest in

innovation and celebrate the entrepreneurial

spirit, both within our community and through our

partnership with the communities aroundu s2. 0
-Northeastern PresidentJosephE. Aoun

LISCand Northeasternentered into an agreementin Julyof 2016, pursuantto which Northeastern
providedup to $2,500,000 of financial supportto guarantysmall businessloans, provide credit
enhancement,write downinterest rates, fund origination, servicingand loan fund administration,
and provide match funding for certain microloans. Thep a r tgoaésweleto leverage

No r t h e acapitadto affér loans with better rates and terms and broader eligibility standards
than standard loans otherwiseavailableto similar businessesin Massachusetts,while preserving
thebulkof No r t h e apsiricigatfan fatsre investment.

[I. THEIMPACTLENDIN@GPROGRAM

Northeasterncommitted $2.5
million in seedfunding to the
program,with LISCtaking on the
administration and oversightof the
loans that could range from $1,000

to $1 million,usingNor t he as | &8
seedfunding as a guaranteeand 3¥ ‘ I m paCt

Lending

financial supportto launch the
program. LISCaffiliate NewMarket
SupportCompany(NMSC) Affordable loans
administeredthe programon behalf : L%gfr:gs?;:oswma"
of LISC. Impact lending staff was

locatedin L | S Bobétaen office but
oversightand strategic leadership

hgbSAfsS W2KYy® dab2NIKSITRING N2 Y[SlydzyF FRRS 2 Ay 2dws@NAERESNIREBQANS v S dzNB ® ¢
2016, news.northeastern.edu/2016/10/25/northeastetaunchesloan-programfor-women-and-minority-entrepreneurs/.



for the programcame from NMSC whichis headquartered in Chicago.

Underthe Impact Lendingumbrella, LISCassembledfour different lending productsto servea wide
spectrumof small businessneeds.

T

TargetedBusinesseswho entered into vendor contracts with
Northeasternwere eligible to borrowfrom $50,000 to $500,000 to enable them to
performthe contract, with a loan maximumequal to 75% of the total value of the
Northeasternvendorcontract that securesthe loan. Interestrates would be set at
7%fixed, with Northeasternguarantyng up to 80% of the total principal of the loan.
Theterm of the loan would be contiguouswith the contract term, with a one-year
renewaloption. Impact Lendingpartnered with MassachusettsGrowthCapital
Corporation(MGCC)to provide up to $2,250,000 in contractloansto targeted
businesses,leveragingM G C Ce&periencewith contract lendingto minority and
small businesses. Contractfinancing wasintended to fuel growth by mobilizing
projects, and bridginglabor, materials and overheadcosts before billing and being
paid for work.

Targetedbusinesseswere also offered microloansof $10,000 to
$500,000 for aterm of 2 to 5 yearsat fixed interest rates of 7%. Microloans
requiredtheb o r r opuimcipadosvnerto guarantythe loan, but were also eligible
for Northeasternguaranties. Theprogramwas limited to $500,000 of microloan
lending, in the aggregate.

Mediumto longterm loans between$50,000 and $1,000,000 were

alsoincludedin the Impact Lendingplatform, with terms of 5 to 10 yearsand fixed or

floating interest rates of 7%. Proceedsof term loans could be used for capital
improvements,debt refinancing, working capital, equipment purchaseor start-up
costswere also includedin the Impact Lendingplatform.

Finally,businessesneedingverysmall loans were offered
characterbased, uncollateralizedloans of up to $10,000 via an ImpactLending
agreementwith Kiva. Theloans providedthroughthe Kiva platform were interest-
free and chargedno fees. Theloans were 50% crowdfunded with the other 50%
beingmatchedbyN o r t h e a$400,8600 mnpact Lendingcommitment. Anumber
of local partnersactedasKivao T r u s previdisga farther layer of supportand
assistanceto these small business borrowers.



0 E n s uhatithesg local small businessesare able to
expand will contribute to B o s t ecoridmic growth.
Diversityis key to our c i tsycoess,and | ©6proud to
support Northeasternand LISCin the Impact Lending
Program. 0

---Boston Mayor Martin J. Walsh?

Therewas some flexibility for the partners to jointly agreeto adjust underwritingpractices and
interest rates if neededto achieveprogramobjectives. No r t h e atstal guaramt§iexposurewas
cappedat $1.9 million, and up to $140,000 was availableto subsidizecontract and micro loans,
and provide contract financing technical assistance,but preservingthe principal was a stated
objective of the program. Theprogramwasdesignedto be a pilot rather than a permanentprogram,
with the programterm set at approximatelytwo years,with the parties havingthe option to agreeto
extendfor a renewalterm. Theinitial term of the programendedin Octoberof 2019. Thisreport
will summarizekey learningsfrom the pilot program.

[I. IMPACTLENDINGUTCOMES

Thelmpact Lendingprogramresulted in loansto 35 small businesses,and $403,000 of total
lending. Ofthoseloans, 27 were characterbasedloans made through the Kiva platform and
matched with Northeasternfunding, for a total of $165,000 advancedon Kivaloans, reaching82%
of the Kiva Lendinggoal of $200,000. $237,500 wasadvancedin 8 microloans,representingjust
over47% of the total lending goal of $500,000. Thisproduct proveddifficult to deploy. Although
nearly 200 potential borrowersopenedonline applications, many applicationswere never
completed, or could not be approveddue to poor credit, insufficient cash flow or financial strength to
supportloan repayment,lack of collateral or ineligibility for the program. While many applicants
requestedloansin excessof $50,000, veryfew applicants could be successfullyunderwritten for
loans of that size, Furthermore,we were excitedto see that some businesseswe lent moneyto went
on to receivefinancing from conventionallenders. Helpingthese businessesestablishthemselves
and providingthem a path to traditional financing will help them growand remain a part of the local
communityfor yearsto come.

LISCrespondedto challengesdeployingmicroloansat scale by aggressivelymarketing the program
via more than 30 referral channels,including newspaperadvertisements,outreach through City of
Boston programs,Boston Main Streets programs,CDCpartners, email campaigns,speaking
engagements,radio appearances,and more. LISCBostonalso participated in the Cityof Boston
SmallBusinessCenterwhichlaunched in Roxburyand Mattapan. Whileresults were modest, this

ShybSAftsS W2KY® ab2NIKSFaAGSNY [ | dzyDORENS LIedeySatiiRemsei? O 2 NJ 2 2 YSY
2016, news.northeastern.edu/2016/10/25/northeastetaunchesloan-programfor-women-and-minority-entrepreneurs/.



outreach contributed to the high total number of applications started and to the 8 microloans that
weremade. Whilefew were ultimately approved,we engagedwith hundreds of potential borrowers,
and over 184 potential borrowersstarted filling out online applicationsfor microloans.

Of the lending that was donethe program was very successful at
targeting the intended borrowers, both in terms of the diversity of ownership and the location of the
businesses. The borrower profile included food service, distribution, service and construction
businesses, seekingdans for working capital, equipment purchase, leasehold improvement,
marketing support and expansion.

1 77%of all Impact Loanswere made to Bostonbasedbusinesses with the typical borrower
profile being of a businessfrom Dorchester,Roxburyor HydePark

1 68% of all Impact Loanswere made to minority-owned businesses
1 74% of all Impact Loanswere made to womenownedbusinesses

Theborrowerswho used Impact Lendingproducts
werewellservedbythe program. 35 small businesseswere able to growor stabilize their
businessesusing Kiva loans or microloans TheKiva lending platform was particularly popular.
Whilelimited growth can be expectedto result from such small loans, LISCfound that this character-
basedlending productwasin the greatestdemand in the target market. Theloans made to these
businessesenabledthem to start marketing campaigns,purchase equipment, refinance more
expensivedebt, managecash flow or expandtheir staffing.

Many Impact Lendingborrowershave storefronts, shopsor restaurants
alongdistrict corridorsin the targeted neighborhoodsof Boston, and the investmentsthey made in
their businessesare tantamount to investmentsin the communities themselves. Theseshops
provide neighborhoodservingretail and create jobs, while animating the streetscapeand driving
social networking Someof these impacts are highlightedin the attached borrowerprofiles.

Whilethe programidentified veryfew businesses
readyto take on financingin excessof $50,000, the lending that was done through Impact Lending
has the potential to build the future small businesspipeline by investingin very early stage
businesses,providingsupports neededto stabilize their operationsand seedingthe early stage
growthand financial stability neededfor largerinvestments. Theprogramparticularly highlightedthe
need to build financial stability amongstart-ups and entrepreneurs. Closeto 50% of the businesses
we met faced financial challengesto theirb u s i ngrosvth,@igh poor credit the most frequent
barrier to financing. Localbanks, businesstraining programsand other service providershave
affirmed our view of the need for credit counselingfor this sector.

Profilesof some of the borrowersservedby impact lending are included at the back of this report,
with photos and headingsindicating how the loan met one of the foregoingprogramgoals. Weare
grateful to these borrowersfor their willingnessto let us share their stories.



GrowingDiverseNortheasternVendors:
Northeasternhas made substantial investments
in growingits contractingwith diversevendors,
includingthroughits participationin the
Pacesettersprogramsponsoredby the Greater
Boston Chamberof Commerce. In addition,
however,the Universityhopedto create the
opportunityto use Impact Lendingborrowersas
contractvendors. In 2018 Northeastern issued a
request for proposals (RF®)renovate a garage
located on campus. They actively pursued new
local MBE vendors seeking the opportunity to work
with the University. Local construction company OneWay Developmentyéscselected as the bid
recipient and was issued the contract 8837,727. Northeastern plans to continue to working with
OneWay Development, Inc. in the future.

In addition to this win, a significant effort was made to connectother potential vendorswith
contractingopportunities. LISCsponsoreda procurementfair for vendorsat NortheasternCrossing
in 2017, and met numeroustimes to match potential new vendorswith contracting opportunities.
While significant purchasercommitment and flexibility can be required to create such opportunities,
the early stage borrowerswho participated in the program proveda difficult match for contracting
needsat the university. Furthermore,the need for scale and the decentralizedpurchasing
environment,giventhe size of the university,presented challengesfor successfulcontract awards.
In the end, only one new vendor obtained a contract with the University. Whilethis is not the result
the parties hopedfor, it is unsurprisingthat contractingrelationshipswould be difficult to forgein
this context Furtherwork on this objectivewill require a specific and thoughtful strategyand a
creative and committed partnership betweenbusinessesin one or more specific sectors (including,
but not limited to Impact Lendingborrowers),and the Northeasternparties with procurement
authority in that area.

Balancing Flexibility and Diligence to Scale the ProgramSince there were many applicants who

did not ultimately qualify for an Impact Loan, the program was less successful than we hoped at
meeting the neals of the full range of borrowers seeking capital. While four products were available,
only two products, Kiva loans and micro loans, were used during the pilot period. Program staff
found it challenging to identify Targeted Businesses that could meetderwriting or application
standards for these larger loans. Many of the small businesses in the target geographies were
unable to qualify for loans of this size. Those that were large enough to borrow at this scale seemed
to be able to qualify for finaning in the conventional marketplace.

While the need to provide technical assistance to potential borrowers was clear, the presence of
credit enhancement in the form of Northeastern guaranties might have been expected to enable
financing of more such baowers. While some flexibility was structured into the program, it seems
that the program was unable to stretch its underwriting criteria far enough to enable many otherwise
unqualified businesses to qualify for Impact Lending loans. Put another way, le/ttihe amount of
capital and credit enhancement pooled seemed a promising opportunity to seed small businesses at
a significant scale, the apparent lack of growtteady businesses resulted in not fully deploying the



available capital. Accordingly, LISGé& sought to invest in building the strength of the businesses in
the sector.

[Il. ADDRESSIN®ENTIFIEZHALLENGES

Impact Lendingillustrated that there are many small,
diversebusinessesin need of capital, but that many of them need varioustypes of technical
assistanceto developa businessplan, create single purpose entities and bank accounts, manage
finances, build or improve personaland businesscredit, file tax returns, market products or services,
and growtheir businesses. In responseto the need for technical assistance,in 2017 and 2018,
LISCfunded severalcommunitydevelopmentcorporationsto providetechnical assistanceto Boston
basedbusinesses,referring applicantsin need of TAto providersin their neighborhood wherever
possible. LISCalso sponsoredtechnical assistanceprogramsin partnershipwith Northeastern
Crossingin Januaryand April2017. MGCGQreceivesstate funding for small businesstechnical
assistance,and recentlyawardednearly $2 million in grantsto nonprofits across Massachusetts,
including LISCBoston, to provide small business TA. LISCand MGCCare workingtogether, with
other stakeholders,to build best practicesfor small business TAproviders,and to developrobust
platforms for making this training, and tools to facilitate small businessgrowth, availableat scale.

LISChas partnered with the Cityof Bostonand the United
Wayon Boston Builds Credit(BBC) the first-ever, citywideeffort to © mo then e e doh eailit
scoresat the populationlevelin the United States. TheFederalReserveBank of Bostonhas found
that poor credit can cost a personas much as $200,000 overthe course of a lifetime, due to higher
fees and interest rates for productsand services. B B Cgbalis to help 25,000 Bostoniansbuild
wealth and financial stability by achievinga prime credit score of 660 by the year2025 in orderto
reachtheir financial goals. Aspart of the BBCinitiative, LISCis leading efforts to build creditamong
entrepreneurs,as a direct result of whatit has learnedin the Impact LendingProgram. Werecently
selected Boston Ujima Projectas our partner to developcredit coachingfor small businesses,and
we expectto provide such counselingto as manyas 100 small businesses during 2019 and 2020.

Impact Lendingis a model programin that it
soughtto tackle the ambitious goal of filling the gapsin the small, minority- and womenowned
businessfinancingecosystem. Ourexperiencewith Impact Lendingonly underscoresour conviction
that such gapsare real and the barriersto overcomingthem are great. Onthe financingfront, LISC
is applyingwhat it has learned from Impact Lendingto its small businesslending model nationally.
LISCrecentlyacquiredan SBAlendinglicense and has launched an affiliate named immito to do
small businesslendinginL | S i@avkets. Weare also exploringa middle market small business
equity fund to investin businessescreating living wage jobs with attractive benefits. Wehave
expandedour Kiva platform, whichis now availablein all of our offices, and expectto continue the
successfulKivalending carried out under the Impact Lendingprogram. Wewill also continue to

10



innovate to serve businesseswith financing needstoo big for Kivaand too small for SBAlending,
with missionoriented partnerslike Northeastern. No r t h e avsllingnesstaduse its resourcesto
leveragesmall businessgrowthin its communitymakesit a leaderin this space. Whileall of the
Impact Lendingpartners had hopedto leveragemore lending and, accordingly,more business
growththroughthis program,L | S gadnershipwith Northeasternin this programhas servedto
inform and guide our work both nationally and locallyto better serve TargetedBusinesses.

Impact Lendinghas also demonstratedthe need for financing to TargetedBusinessesto be
complementedby efforts to fill gapsin the systemof accelerators,technical assistance,business
relationships and other supports. L | SwWodken ImpactLendingand our related initiatives has
causedus to build relationshipswith others workingto build entrepreneurshipand wealthin

B o s t ondefservedpopulations. Whilethat starts with the many communitydevelopment
corporationswho are our longstandingpartners, it also includes banks, corporationsand other
institutions lookingto invest more in building a more inclusiveeconomy. Bostonis home to a robust
cohort of startups and those who cultivate, accelerate and finance such startups. Weare workingto
broadenour relationshipsin this spaceto better leveragethese resourcesfor the benefit of all
Bostonians.

V.LOOKINGRAHEAD

The Impact Lendingprogramdemonstratedthe need for affordable, flexible, early stage financing to
supportthe establishmentand growth of minority and womenownedbusinesses. Thesebusinesses
fuel neighborhoodeconomies,enlivendistrict corridorsand create jobs. Thesuccessesof the
businessesfinanced throughthe program,andthe p r o g rrelativ@lglow default rates,
demonstratethe value of investingin this sector and the opportunitythat lies ahead. Thegrowthof
entrepreneurshiphas the potential to drive economicgrowthand to contribute to bridgingthe racial
wealth gap.

But our experiencewith Impact Lendingalso demonstratedthe needto provide broadersupportto
such businessesto seed stability and strength and build a pipeline of growthreadybusinesses.
Doingso will require ongoingcommitmentto creative financing, strong partnerships,and ongoing
supportand innovationfrom cross sector partners - institutions like Northeasternand LISC Mass
GrowthCapitd Corporation,local acceleratorsand technical assistanceproviders,as well as the City.

Thelocal responsesdescribedhere 8 scaling best practicesin small businesstechnical assistance
and deployingresourcesto provide credit building supportto entrepreneurs- are part of a broader
endeavorof identifyinggapsin the waysthat emergingminority and womenentrepreneursare
supported and taking steps to fill those gaps. LISCwith our manylocal and national partners, is
committed to this work, and to developingthe creative small businessfinancing productsand
platforms that will fuel opportunityfor these promisingentrepreneurs to promote inclusive economic
growthat scale.
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Borrower Profile: Fresh Food Generation

Affordable Financing to Grow Small Businesses
Building the Small Business Pipeline of the Future

A local food truck with Latin American and Caribbean cuisine, Frdstod Generation experienced
growing pains early on. Owners Cassandria and Jackson used a $5,000 Impact Lending Kiva loan to
purchase equipment and expand their marketing capacity. The company has expanded into catering
and is on multiple marketing platfoms, working to increase customers and improve operations.

>
ENERATOV
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Borrower Profile: Honeycomb Café

Affordable Financing to Grow Small Business
Improving District Corridors (Dorchester/Savin Hill)

The owners of Honeycomb IQedgh®rhoodusdda $3¢,500 lpanéor 6 s Savi
construction costs to purchase commercial kitchen equipment in Dorchester. LISC partner

Dorchester Bay Economic Development Corporation lent the owners an additional $37,500 to reach

their needs. Honeycomb Café wdeatured in a LISC blog post about Impact Lending on Small

Business Saturday in 2017.

o Wel | before we
we reached out to our
neighbors to see ifthis
HONEYCOMB was the kind of business
that they wanted in the
community; they made it
cl ear that it W a s
Nicole Miele, Ce~ounder
Honeyomb Cafe
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Borrower Profile: Blue Nile Restaurant

Affordable Financing to Grow Small Business
Improving District Corridors (Jamaica Plain/Hyde Square)

The owner of Blue Nile Restaurant knows how hard it can be to make a small business woske
had to close her prior restaurant because of increased leasing costs. A 30+year Jamaica Plain
resident, she received a $7,000 Impact Loan to hire a marketing consultant to engage new
vegetarian customers. Blue Nile has since been voted the Best Ethiopian eestnt in the city by

Trip Advisor.

14



Borrower Profile: Caribbean Apparel

Affordable Financing to Grow Small Businesses
Building the Small Business Pipeline of the Future

Despite national recognition of is brand, this company could not aceeaffordable capital. A
$17,500 Impact Loan helped to refinance high interest debt, resulting in the company saving over
$2,000, which all owed the business to reinvest furth
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Borrower Profile: Elier Barbershop

Affordable Financing to Grow Small Business
Improving District Corridors: Dorchester - Bowdoin/Geneva

This owner built his company from the ground up, starting in 2013, when he had limited English but
skills as a barber. He used a $10, 000 | mpact
floors, purchasing new equipment and revampg his marketing. Elier Barbershop employs 5 local
barbers and enlivens the Bowdoin/Geneva district corridor in Dorchester.

aSince receiving this Kiva loan | was
able to buy new barber chairs and
increase my business revenue by
10-15%. It is my goalto provide a
first class barber shop experience
at a reasonable price for my clients
and a good lookingshop for the
neighborhoodd
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