¢
Finance Fund

CAPITAL CORPORATION

What is an Equity Equivalent (EQ2) Investment?

Equity Equivalent investment is a capital product

for community development financial institutions
(CDFIs) and their investors that was created in 1996 by
collaboration between Opportunity Finance Network
and Citibank to expand sources of equity capital. Unlike
for-profit corporations that can raise equity by issuing
stock, nonprofits have traditionally built their capital base
through contributions, philanthropic sources or through
the accumulation of retained earnings. An EQ2 is a
long-term deeply subordinated loan with features that
make it function like equity.

What makes an EQ2 different than traditional
subordinated debt?

¢ The equity equivalent is carried as an investment on the
investor’s balance sheet in accordance with Generally
Accepted Accounting Principles (GAAP).

e [t is a general obligation of the CDFI that is not secured
by any of the CDFI’s assets.

e [t is fully subordinated to the right of repayment of all of
the CDEFI’s other creditors.

e [t does not give the investor the right to accelerate
payment unless the CDFI ceases its normal operations
(i.e. changes its line of business).

e [t carries an interest rate that is not tied to any income
received by the CDEFI.

e It has a rolling term and therefore, an indeterminate maturity.
What are benefits for EQ2 investors?

e Fulfills investment and lending tests required for
Community Reinvestment Act (CRA) credit; receive
CRA credit every year the investment is outstanding

e Eligible for CDFI Fund Bank Enterprise Award
(BEA) Program

e Provides flexibility for investment options

What are the benefits for CDFIs and distressed
communities they serve?

e Strengthened capital structures

e Favorable cost of capital

® More responsive financing products

¢ Leverage additional debt capital

e Protect senior lenders from losses making CDFIs more
attractive for investment

These benefits result in increased lending and investing in
economically disadvantaged communities.

Why partner with Finance Fund
Capital Corporation?

Finance Fund Capital Corporation is a statewide CDFI
certified lender with a mission to promote economic
revitalization and community development by providing
access to capital and to otherwise facilitate investment
and financing opportunities throughout Ohio. It serves
community based nonprofit organizations and for-profit
businesses in distressed urban and rural communities
statewide by providing loans and investments in projects
expanding affordable housing, job creating economic
development and community facilities.

What are Finance Fund Capital Corporation’s
outcomes to date?

e 21 loans approved and closed totaling $16.9 million
® 531 FTE positions created or retained
® 579,545 s.f. developed or rehabbed commercial/

retail space

For more information contact our Director of Development, Valerie Heiby, by phone (614) 568-5055 or email vheiby@financefund.org
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