NeighborWorks® Capital Corporation

Notes to Financial Statements
December 31, 2018 and 2017

Note 1 - Organization

The NeighborWorks® Capital Corporation (the "Organization") is incorporated in the state of
Colorado and is a national non-profit community development loan fund serving NeighborWorks®
America's affiliates in all 50 states and the District of Columbia. The Organization is certified by the
U.S. Department of the Treasury (the "Treasury") as a Community Development Financial
Institution (CDFI).

The mission of the Organization is to deliver the flexible capital needed by NeighborWorks®
America affiliates to provide affordable homes and strengthen communities. The Organization fulfills
its mission by providing the NeighborWorks® America affiliates with low-cost capital which they
would not otherwise have access. The Organization's capital is available for the acquisition,
preservation, construction, sale, financing or ownership of affordable single-family and multi-family
properties and commercial projects. The Organization is supported primarily by interest income on
loans receivable and federal awards received that are passed through NeighborWorks America®
from the Treasury.

The Organization operates under a Master Investment Agreement ("MIA") with NeighborWorks®
America which allows for the provision of capital funds to support the mission of the Organization on
an annual basis. On September 30, 2015, the Organization agreed to enter into a five-year Master
Investment Agreement with NeighborWorks® America, which called for NeighborWorks® America to
consider providing $1,000,000 to $2,500,000 annually in capital funds for the duration of the
agreement to support the mission of the Organization. As discussed in Note 2, the MIA was
amended to change the basis of presentation of capital funds received from NeighborWorks®
America.

Note 2 - Summary of significant accounting policies

Basis of presentation

The Organization's financial statements have been prepared on the accrual basis of accounting.
The accompanying financial statements of the Organization have been prepared for the purpose of
complying with the MIA. The Organization is required to report information regarding its financial
position and activities to two classes of net assets as follows:

* Net assets without donor restrictions — generally, net assets of the Organization that bear
no donor restriction. These include the Organization's general operating net assets, lending
capital, and loan loss reserves. Additionally, in accordance with the MIA, capital funds
received from NeighborWorks America® with no identified restriction are recorded as
increases in net assets without donor restrictions for use in operations.

* Net assets with donor restrictions — generally, net assets subject to donor- (or certain
grantor-) imposed restrictions. Some donor-imposed restrictions are temporary in nature,
such as those that will be met by the passage of time or other events specified by the donor.
Other donor-imposed restrictions are perpetual in nature, where the donor stipulates that
resources be maintained in perpetuity. Additionally, in accordance with the MIA, net assets
with donor restrictions are further classified as follows:

o Restricted until first use ("First Use") - NeighborWorks® America - capital funds
that are allowed to be transferred from net assets restricted until donor release for
the purpose of functioning as an allowance for loan loss against loans receivable or
for other temporary restrictions approved by NeighborWorks® America. Increases in
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the provision of the allowance for loan loss are recorded as reductions in net assets
restricted until donor release, while recoveries in the provision of the allowance of
loan loss are recorded as additions to net assets restricted until first use. A
correlating amount of bad debt expense is recognized as part of the change in net
assets without donor restrictions as the estimates of applicable increases and
recoveries in the provision of the allowance for loan loss are measured. Net assets
restricted until first use can also result from timing differences between receipt of
funds and the incurrence of related expenses in accordance with donor stipulations.
The Organization reports revenue of cash and other assets as restricted support if
they are received with donor stipulations that limit the use of the donated assets.
When a donor restriction is met, net assets restricted until first use are reclassified to
net assets without donor restrictions and reported in the statements of activities as
net assets released from restrictions.

o Restricted until donor release ("Donor Release") - capital funds provided by
NeighborWorks® America held in perpetuity, segregated and maintained as such to
account for the prescribed eligible uses, which in accordance with the Master
Investment Agreement between NeighborWorks® America and the Organization, are
defined as being either 1) loaned as end borrower loans or 2) for use as a loan loss
reserve. These funds are not to be used for non-capitalizable purposes such as
paying operating and day-to-day expenses of the Organization.

During the years ended December 31, 2018 and 2017, $150,000 and $175,000, respectively, of
capital funds with no identified restriction were received by the Organization and recorded as a
component of net assets without donor restrictions. First Use capital funds of $2,150,000 and
$2,325,000, were received by the Organization and recorded as a component of net assets with
donor restrictions, respectively. During the years ended December 31, 2018 and 2017, these funds
were deployed for prescribed eligible purposes and were reclassified to net assets without donor
restrictions - lending capital, respectively.

The MIA contains certain financial and production covenants, which the Organization was in
compliance with as of December 31, 2018 and 2017.

Contributions
The Organization recognizes contributions related to fundraising activities, including unconditional
promises to give, when received.

Cash and cash equivalents

The Organization's cash management policy includes a minimum requirement of cash equal to 90
days of operating expenses (approximately $1MM) and the maintenance of an investment account
with a maximum of $900,000 to allow investments in mutual funds holding either mortgage-backed
or government-backed securities to increase yield.

Cash and cash equivalents may include currency on hand, treasury bills, commercial paper or other
investments with original maturities of three months or less or with provisions that provide liquidity
enhancement. At December 31, 2018 and 2017, cash and cash equivalents include only
unrestricted demand deposits with banks or government securities. The Organization places its
cash with high credit quality financial institutions that are federally insured or invested in
government securities. Invested cash may exceed federally insured amounts at times.
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Investments - marketable securities

The Organization's cash management policy requires the maintenance of an investment account
with a maximum of $900,000 to allow investments in mutual funds holding either mortgage back or
government backed securities to increase yield. As of December 31, 2018 and 2017, investments -
marketable securities, consists of amounts held in certificates of deposit and a GNMA mutual fund
with carrying values of $504,980 and $503,434, respectively, which approximates fair value.

Investment - other

On August 22, 2017 the Organization entered into a Subscription Agreement with ImpactUs
Marketplace LLC ("ImpactUs") to invest $250,000 to acquire Founder C Class Membership
Interests equal to 16.67% of the Founders C Class Member Interests and a 1.3% interest in the
total Membership Interests in the equity of ImpactUs. ImpactUs Marketplace LLC was a broker-
dealer focused on connecting mission-driven investors to investment opportunities, raising capital
and developing and implementing an online platform designed to facilitate and administer private
impact-oriented investments.

An initial capital contribution of $125,000 was made on August 22, 2017, with an additional
$125,000 to be contributed subject to ImpactUs meeting certain restrictions within certain time
parameters imposed by the Organization. The conditions were not met and the commitment to fund
the additional $125,000 expired.

The Organization's contribution was accounted for as an other investment. Due to the uncertainty of
the recoverability of its initial contribution and the likelihood that the Organization would incur a loss
were it to sell its investment interest, the Organization's investment in ImpactUs was deemed to be
impaired and, accordingly, an impairment loss of $125,000 was recorded on the accompanying
statement of activities for the year ended December 31, 2017.

In February 2018, ImpactUs Marketplace LLC sold the majority of its assets to MP/Starling Impact
Holdings LLC. The acquisition was paid for in the form of a convertible note that would convert into
equity or cash depending on the outcome of capital raising efforts. The Organization elected to
maintain a pro-rata share in the convertible note. In 2018, the Organization made a $3,000
investment in MP/Starling Impact Holdings LLC for the ImpactUs platform.

Fair Value Measurements

The Organization follows the accounting and disclosure standards pertaining to fair value
measurements for qualifying assets and liabilities. Fair value is defined as the price that
NeighborWorks Capital would receive upon selling an asset or pay to settle a liability in an orderly
transaction between market participants. The values of debt and equity securities and mutual funds
are based on their quoted market prices. Gains and losses that result from market fluctuations are
recognized in the statement of activities in the period such fluctuations occur.

The Organization uses a framework for measuring fair value that includes a hierarchy that
categorizes and prioritizes the sources used to measure and disclose fair value. This hierarchy is
broken down into three levels based on inputs that market participants would use in valuing the
financial instruments based on market data obtained from sources independent of the Organization.
Inputs refer broadly to the assumptions that market participants would use in pricing the financial
instrument, including assumptions about risk. Inputs may be observable or unobservable.
Observable inputs are inputs that reflect the assumptions market participants would use in pricing
the financial instrument developed based on market data obtained from sources independent of the
reporting entity. Unobservable inputs are inputs that reflect the reporting entity's own assumptions
about the assumptions market participants would use in pricing the asset developed based on the
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best information available. The three-tier hierarchy of inputs is summarized in the three broad levels
as follows:

Level 1 - Inputs that reflect unadjusted quoted prices in active markets for identical assets at the
measurement date.

Level 2 - Inputs other than quoted prices that are observable for the asset either directly or
indirectly, including inputs in markets that are not considered to be active.

Level 3 - Inputs that are unobservable and which require significant judgment or estimation.

An asset or liability's level within the framework is based upon the lowest level of any input that is
significant to the fair value measurement.

The fair value of investments in government based mutual funds are based upon quoted prices in
active markets for identical assets and are deemed to be level 1 financial instruments.

Loans receivable

Loans receivable are carried at unpaid principal balances, less an allowance for loan losses and net
deferred loan fees, if applicable. Interest on loans is generally recognized over the term of the loan
and is calculated using the simple interest method on the principal amounts outstanding.

Allowance for loan loss

The allowance for loan loss is periodically adjusted to a level that, in management's judgment, is
adequate to provide for estimated probable losses from loans. The amount of the allowance is
based on management's formal review and analysis of potential losses. Management's review
process considers the borrower's financial condition, property performance, real estate
development staff capacity and experience, project viability, collateral, take-out financing, local real
estate market, and project operating feasibility. At December 31, 2018 and 2017, the allowance for
loan loss was $2,752,105 and $2,440,849, respectively, of which $1,026,681 and $654,943 relates
to the current portion of loans receivable, respectively, and is included as a component of current
loans receivable, net. The Organization's practice is to write off any loan or portion of a loan when
the loan is determined by management to be uncollectible due to the borrower's failure to meet
repayment terms, the borrower's deteriorating or deteriorated financial conditions, or for other
reasons. During the years ended December 31, 2018 and 2017, no loans were written off. During
the years ended December 31, 2018 and 2017, the Organization recognized no recovery on loans
receivable previously written off. Since inception, as of December 31, 2018 and 2017, the
Organization has cumulatively had $1,725,750 of loans receivable written off and $390,248 of
recoveries of loans receivable previously written off.

Sales of loans receivable

The Organization accounts for transfer and servicing of financial assets based on the financial and
servicing assets it controls and liabilities it has incurred. The Organization derecognizes financial
assets when control has been surrendered and derecognizes liabilities when extinguished. This
method conforms closely with current industry practice.

Deferred revenue

The Organization earns fees and incurs costs associated with originating loans receivable during
the normal course of business. In accordance with generally accepted accounting principles
("GAAP"), the portion of these costs that are attributable to originating loans receivable are to be
netted against related fees earned and net origination fees are to be deferred and recognized as an
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adjustment to interest income over the life of the loan. NeighborWorks Capital instead recognizes
loan origination fees as revenue when the loan closes and recognizes loan origination costs as
expenses as they are incurred. The effect of recognizing loan origination fees and loan origination
costs in this manner is immaterial, and management analyzes the projected difference each quarter
to make sure the financial statements are not materially misstated.

Property and equipment

Property and equipment are stated at cost. Depreciation is computed on the straight-line basis over
the estimated useful lives of the assets ranging from three to seven years. The Organization
capitalizes assets that cost $1,000 or more. Leasehold improvements are amortized over the
shorter of their useful lives or the term of the associated lease. As of December 31, 2018 and 2017,
accumulated depreciation and amortization were $126,760 and $107,313, respectively.
Depreciation and amortization expense for the years ended December 31, 2018 and 2017 were
$19,447 and $18,645, respectively.

Debt issuance costs

Debt issuance costs, net of accumulated amortization, are reported as a direct deduction from the
face amount of the mortgage loan payable to which such costs relate. Amortization of debt issuance
costs is reported as a component of interest expense and is computed over the term of the loan
using the straight-line method. In accordance with GAAP, debt issuance costs are to be amortized
over the term of the loan using the effective yield method; however, the effect of using the straight-
line method is not materially different from the results that would have been obtained under the
effective yield method.

Amortization expense for the years ended December 31, 2018 and 2017 was $28,379 and $26,443,
respectively. Estimated amortization expense for each of the ensuing years through December 31,
2023 is $31,272, $23,779, $21,632, $7,150 and $5,610, respectively.

Income taxes

The Organization has applied for and received a determination letter from the Internal Revenue
Service ("IRS") to be treated as a tax-exempt entity pursuant to Section 501(c)(3) of the Internal
Revenue Code. Due to its tax-exempt status, the Organization is not subject to income taxes. The
Organization is required to file and does file tax returns with the IRS and other taxing authorities.
Accordingly, these financial statements do not reflect a provision for income taxes, and the
Organization has no other tax positions which must be considered for disclosure.

Tax returns filed by the Organization are subject to examination by the IRS for a period of three
years. While no tax returns of the Organization are currently being examined by the IRS, tax returns
filed since 2015 remain open for examination.

Functional expense allocation

The cost of providing various programs and other activities has been summarized on a functional
basis in the Statements of Activities and in the accompanying Schedules of Functional Expenses.
Accordingly, expenses are recorded to program services, management and general or fundraising
based on management's classification of costs related to different functions. Costs not directly
attributable to a function, including depreciation, amortization, interest, and other occupancy costs,
are allocated to a function based on management's estimate of total costs attributable to separate
functions.
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Use of estimates

The preparation of financial statements in conformity accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates. Significant estimates include an
allowance for loan losses on loans receivable.

New Accounting Pronouncements

For the year ended December 31, 2018, the Organization adopted the Financial Accounting
Standards Board's Accounting Standards Update (‘ASU") No. 2016-14 — Not-for-Profit Entities
("Topic 958"); Presentation of Financial Statements of Not-for-Profit Entities. This update addresses
the complexity and understandability of net asset classifications, deficiencies in information about
liquidity and availability of resources, and the lack of consistency in the type of information provided
about expenses and investment return between not-for-profit entities. The changes required by the
update have been applied retrospectively to all periods presented. A key change required by ASU
2016-14 are the net classes used in these financial statements. Amounts previously reported as
unrestricted net assets are now reported as net assets without donor restrictions and amounts
previously reported as temporarily restricted net assets and permanently restricted net assets, if
applicable, are now reported in net assets with donor restrictions.

Subsequent events
Material subsequent events have been considered for recognition and disclosure in these financial
statements through April 26, 2019, the date the financial statements were available to be issued.

Note 3 - Availability and liquidity

The table below represents financial assets available for general expenditures as of December 31,
2018:

Financial assets at year end:

Cash and cash equivalents $ 9,202,798
Investments 504,980
Accounts receivable 21,303
Interest receivable 332,155
Total Financial Assets 10,061,236

Less: Financial assets not available for general
expenditures:

Cash - operating restricted (357,155)

Cash - loan capital (6,730,374)
Total assets available over the next 12 months

to meet general expenditures $ 2,973,707

The current loans receivable are principally funded using notes payable. As loans are repaid and
converted to cash, the proceeds will be applied to the applicable outstanding notes payable not
used to meet general expenditures and, as a result, are not reflected in the table above. The
Organization's policy is to maintain financial assets to meet 90 days of operating expenses
(approximately $1MM). As part of its liquidity plan, up to 30% of cash but not to exceed $900,000,
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may be invested in permitted investments. Permitted investments include US Treasury Obligations,
US Government Agency debt, Certificates of Deposit, mutual funds invested in US Treasury or US
Government Obligations, Certificates of Deposit Registry Services, or Repurchase Agreements
collateralized with US Government or Government Agency securities. All investments have
maturities of one year or less.

Note 4 - Loans receivable

Loans receivable
The Organization offers the following loan products of varying terms and maturities:

Pre-Development Loans - for funding needed to conduct due diligence and obtain site
control of properties. Funds are typically used for environmental studies, market studies,
appraisals, architectural and engineering expenses, legal fees and earnest money deposits.
Loans generally provided for up to $500,000 with a maximum loan term of 36 months on a
recourse basis and repayable upon closing of interim, construction or permanent financing.

Interim Development Loans - for funding needed to bridge borrowers from the early due
diligence phase of a project to the point when construction or permanent financing closes.
Funds are typically used for acquisition, critical repairs and pre-development or other costs
associated with securing construction/permanent financing. Loans generally provided for up
to $5,000,000 with a maximum loan term of 48 months on a recourse basis secured by a
mortgage or other collateral and are repayable upon closing of construction or permanent
closing.

Organizational Loans - for funding to address the enterprise level capital needs of
NeighborWorks America affiliates. Loans generally provided for up to $1,500,000 with a
maximum loan term of 84 months and can be used to provide low-cost capital and grants to
implement business assessment, strategic planning and capacity building work.

Mini-Permanent Loans - for funding of acquisition and renovation of multi-family or
commercial property or purchase of renewable energy systems with maximum loan amounts
of $5,000,000 and a maximum loan term of 84 months on a recourse basis secured by a
mortgage or other collateral.

Permanent Loans - for funding of acquisition and renovation of small multi-family property

with maximum loan amounts of $2,000,000 and a maximum loan term of 18 years on a
recourse basis secured by a mortgage or other collateral.
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The following is a summary of loans receivable at December 31, 2018 and 2017:

2018 2017

Number of Net loan Number of Net loan

Type loans amount loans amount
Pre-development 13 $ 4,808,122 9 $ 1,941,036
Interim development 42 47,014,027 38 46,754,530
Organizational 8 8,287,500 6 6,575,000
Mini-permanent 14 11,653,710 14 11,374,280
Permanent 5 6,868,187 2 3,093,667
Total 82 78,631,546 69 69,738,513
Less: Allowance for loan losses (2,752,105) (2,440,849)
Total 75,879,441 67,297,664
Current portion 26,075,058 18,276,607
Long-term portion $ 49,804,383 $ 49,021,057

Principal maturities of the remaining loans receivable as of December 31, 2018 are as follows:

2019 $ 26,689,503

2020 12,735,051
2021 17,279,584
2022 2,607,622
2023 6,775,000
2024 2,830,277
2025 2,846,322
2027 2,100,674
2028 2,948,912
2031 1,368,601
2038 450,000

$ 78,631,546

Past-due loans

Loans are considered past due if the required principal and interest payments have not been
received 30 days after the payments were due. The Organization generally places a loan on non-
accrual status when interest or principal is past due 90 days or more. Interest on loans past due 90
days or more ceases to accrue except for loans that are in the process of collection. When a loan is
placed on non-accrual status, previously accrued and unpaid interest is reversed out of interest
income. Loans are returned to accrual status when all the principal and interest amounts
contractually due are brought current and future payments are reasonably assured.
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An aging of past due loans, by loan type for the years December 31, 2018 and 2017:

31-60 days 61-90 days 90+ days Nonaccruing
December 31, 2018 Current past due past due past due Total loans
Pre-development $ 4,608,122 $ 200,000 $ - $ - $ 4,808,122 $ -
Interim development 47,014,027 - - - 47,014,027 -
Organizational 8,287,500 - - - 8,287,500 -
Mini-Permanent 11,579,573 74,137 - - 11,653,710 1,811,775
Permanent 6,868,187 - - - 6,868,187 -
$ 78,357,409 $ 274,137 $ - $ - $ 78,631,546 $ 1,811,775
Nonaccruing loans $ 1,811,775 $ - $ - $ - $ -
31-60 days 61-90 days 90+ days Nonaccruing
December 31, 2017 Current past due past due past due Total loans
Pre-development $ 1,941,036 $ - $ - $ - $ 1,941,036 $ -
Interim development 46,754,530 - - - 46,754,530 -
Organizational 6,575,000 - - - 6,575,000 -
Mini-Permanent 9,749,309 1,624,971 - - 11,374,280 -
Permanent 3,093,667 - - - 3,093,667 -
$ 68,113,542 $ 1,624,971 $ - $ - $ 69,738,513 $ -
Nonaccruing loans $ - 8 - $ - 3 - 8 -

Risk management

The Organization revised its lending policies and procedures during 2016 to underwrite and monitor
loans for its portfolio. For each loan, the Organization conducts a risk rating analysis based on the
loan type (pre-development, interim development, mini-permanent, permanent, organizational) by
reviewing the following criteria: financial condition, property performance, real estate development
staff capacity and experience, project viability, collateral, take-out financing, local real estate
market, and project operating feasibility. Each criterion is rated and an overall rating is determined
based on the primary source of repayment. The six rating categories are P-1, P-2, P-3, 4
(questionable), 5 (substandard), and 6 (doubtful). When the risk rating on a loan has been listed as
guestionable or substandard, the loan is deemed to not be performing as expected and a loss on a
loan is considered possible but has not yet been determined. When the risk rating on a loan has
been listed as doubtful, it is considered to be a partially or fully uncollectible loan. The Organization
conducts a comprehensive review of all outstanding loans at least annually.

As part of the Organization's risk rating analysis, a corresponding reserve has been allocated to
each loan in the loan portfolio. The total of these reserves as indicated by the Organization's risk
rating analysis for the years ended December 31, 2018 and 2017 was $2,516,660 (3.2% of the loan
portfolio) and $2,100,375 (3.01% of the loan portfolio), respectively. Additionally, in accordance with
various investors' covenants, the Organization is required to maintain an overall minimum
allowance for loan losses of at least 3.5% of the loan portfolio and records an adjustment to the
allowance for loan losses as necessary to satisfy this covenant ("covenant adjustment"). The
covenant adjustment is assessed based on the overall risk-rated analysis of the loan portfolio and,
should the overall allocated allowance for loan losses be below 3.5%, a covenant adjustment is
recorded based on the total allowance for loan losses by product type until the allowance for losses
by product type is 3.5%. Accordingly, for the years ended December 31, 2018 and 2017, a
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covenant adjustment totaling $235,445 and $340,474, respectively, was recorded to maintain the
overall minimum allowance for loan losses investor covenant requirement.

The table below details the Organization's loans by loan type according to their risk rating
categories for the years December 31, 2018 and 2017:

December 31, 2018 P-1 P-2 P-3 Questionable Substandard Doubtful Total
Pre-development $ - $ 1,677,851 $ 3,130,271 $ - $ - $ - $ 4,808,122
Interim development - 29,106,260 17,507,767 400,000 - - 47,014,027
Organizational - - 8,287,500 - - 8,287,500
Mini-permanent - 7,911,144 1,930,791 1,811,775 - - 11,653,710
Permanent - 2,550,674 4,317,513 - 6,868,187
$ - $ 41,245,929 $ 35,173,842 $ 2,211,775 $ - $ - $ 78,631,546
P-1 p-2 P-3 Questionable Substandard Doubtful Total
Current $ - $ 41,245,929 $ 34,899,705 $ 2,211,775 $ - $ - $ 78,357,409
Past due 31- 60 days - - 274,137 - - - 274,137
Past due 61 - 90 days - - - -
Past due 90+ days - - -
$ - $ 41,245,929 $ 35,173,842 $ 2,211,775 $ - $ - $ 78,631,546
December 31, 2017 P-1 p-2 P-3 Questionable Substandard Doubtful Total
Pre-development $ - $ 143,146 $ 1,397,890 $ 400,000 $ - $ - $ 1,941,036
Interim development - 26,245,924 20,508,606 - - - 46,754,530
Organizational - - 6,575,000 - - - 6,575,000
Mini-permanent - 4,858,629 4,703,876 1,811,775 - - 11,374,280
Permanent - 1,707,174 1,386,493 - - - 3,093,667
$ - $ 32,954,873 $ 34,571,865 $ 2,211,775 $ - $ - $ 69,738,513
P-1 p-2 P-3 Questionable Substandard Doubtful Total
Current $ - $ 32,954,873 $ 34,571,865 $ 586,804 $ - $ - $ 68,113,542
Past due 31- 60 days - - - 1,624,971 - - 1,624,971
Past due 61 - 90 days - - - - - - -
Past due 90+ days - - -
$ - $ 32,954,873 $ 34,571,865 $ 2,211,775 $ - $ - $ 69,738,513
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The following table presents an analysis of the allowance for loan losses for the years ended
December 31, 2018 and 2017:

Pre- Interim Mini-
December 31, 2018 development development Organizational Permanent Permanent Total
Beginning balance $ 67,936 $ 1,636,410 $ 230,125 $ 398,100 $ 108,278 $ 2,440,849
(Recovery) provision for loan losses 100,348 9,081 59,938 9,780 132,109 311,256
Write-off - - - - - -
Recoveries - -
Ending balance $ 168,284 $ 1,645,491 $ 290,063 $ 407,880 $ 240,387 $ 2,752,105
Pre- Interim Mini-
development development Organizational Permanent Permanent Total
Allowance for loan losses
Allocated $ 135,398 $ 1,382,150 $ 248,625 $ 565,448 $ 185,039 $ 2,516,660
Covenant adjustment 32,886 263,341 41,438 (157,568) 55,348 235,445

Balance per financial statements $ 168,284 $ 1,645,491 $ 290,063 $ 407,880 $ 240,387 $ 2,752,105

Loans
Impaired loans $ - $ - $ - $ - $ -
Non-impaired loans 4,808,122 47,014,027 8,287,500 11,653,710 6,868,187 78,631,546
Balance per financial statements $ 4,808,122 $ 47,014,027 $ 8,287,500 $ 11,653,710 $ 6,868,187 $ 78,631,546
Pre- Interim Mini-
December 31, 2017 development development Organizational Permanent Permanent Total
Beginning balance $ 110,993 $ 1,646,604 $ 75,267 $ 379,822 $ 42,000 $ 2,254,686
(Recovery) provision for loan losses (43,057) (10,194) 154,858 18,278 66,278 186,163
Write-off - - - - - -
Recoveries - -
Ending balance $ 67,936 $ 1,636,410 $ 230,125 $ 398,100 $ 108,278 $ 2,440,849
Pre- Interim Mini-
development development Organizational Permanent Permanent Total
Allowance for loan losses
Allocated $ 88,245 $ 1,306,630 $ 197,250 $ 432,512 $ 75,738 $ 2,100,375
Covenant adjustment (20,309) 329,780 32,875 (34,412) 32,540 340,474

Balane per financial statements $ 67,936 $ 1,636,410 $ 230,125 $ 398,100 $ 108,278 $ 2,440,849

Loans
Impaired loans $

-8 -8 - $ -8 -
Non-impaired loans 1,941,036 46,754,530 11,374,280 3,093,667 6,575,000 69,738,513

Balance per financial statements $ 1,941,036 $ 46,754,530 $ 11,374,280 $ 3,093,667 $ 6,575,000 $ 69,738,513

The Organization did not have any loan modifications that were considered troubled debt
restructurings for the years ended December 31, 2018 and 2017. The Organization determined that
the allowance for loan losses was adequate and the Organization did not have any impaired loans
for the years ended December 31, 2018 and 2017.

Note 5 - Transfer of loans, other off-balance sheet assets and Servicing

The Organization has entered into certain loan participation agreements with other organizations.
The Organization has accounted for these loan participations as sales as of December 31, 2018
and 2017. There was no gain or loss recognized on the sale of these participation interests. The
total balance of loan participations serviced was $2,198,062 and $4,704,445 as of December 31,
2018 and 2017, respectively.
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The Organization has retained the servicing rights on participations recorded as sales. The total
amount of the servicing fees charged approximates the cost of servicing and, accordingly, the
Organization has not recorded a servicing asset or servicing liability as of December 31, 2018 and
2017, respectively.

During the years ended December 31, 2018 and 2017, loan participation interest expense totaling
$180,008 and $271,503, respectively, was incurred and included as a component of interest income
- loans on the accompanying statements of activities. As of the years ended December 31, 2018
and 2017, loan participation interest expense payable was $18,754 and $39,610, respectively, and
is included as a component of accrued interest on the accompanying statements of financial
position.

Note 6 - Notes payable and equity equivalent investments

All notes payable and equity equivalent investments ("EQZ2") are unsecured. Debt financing
provides the Organization with a source of capital that can be loaned to NeighborWorks® America
affiliate borrowers through the various types of loan products available from the Organization.
Additionally, certain of these note payable and equity equivalent investments contain covenants that
require the Organization to provide reporting on a periodic basis and to meet and maintain specific
financial ratios. As of December 31, 2018, the Organization was in compliance with all covenants.
The Organization's notes payable and equity equivalent investments consisted of the following as of
December 31, 2018 and 2017:

Total credit
facility Schedule repayments Principal Principal
commitments Maturity Principal Interest balance at balance at
Lender at 12/31/2018 date Amount Due Annual rate Due 12/31/2018 12/31/2017
Notes payable
Ally Bank $ 4,250,000 1/31/2019 $ 4,250,000 1/31/2019 3.25% Quarterly $ 4,250,000 $ 5,000,000
Bank of
America 12,000,000 12/24/2023 2,000,000 12/24/2020 3.50% Quarterly 8,000,000 8,000,000
2,000,000 12/24/2021
2,000,000 12/24/2022
2,000,000 12/24/2023
Branch
Banking &
Trust (BB&T) 5,000,000 8/1/2019 5,000,000 Maturity Prime rate Monthly - 2,500,000
Capital One
Bank 1,000,000 10/1/2021 1,000,000 Maturity 2.00% Quarterly 1,000,000 1,000,000
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Total credit
facility Schedule repayments Principal Principal
commitments Maturity Principal Interest balance at balance at
Lender at 12/31/2018 date Amount Due Annual rate Due 12/31/2018 12/31/2017
30 day
LIBOR +
Morgan 2.50% with
Stanley 4,000,000 8/3/2021 4,000,000 Maturity 2.74% Floor Monthly -
PNC Bank 2,000,000 12/19/2021 2,000,000 Maturity 3.00% Monthly 2,000,000 2,000,000
PNC Bank 2,000,000 12/19/2021 2,000,000 Maturity 4.80% Monthly 2,000,000
2.25%+ 30
TD Bank 5,000,000 8/31/2020 5,000,000 Maturity Day LIBOR Monthly 3,000,000
CDFI Fund 488,045 6/23/2024 488,045 Maturity 2.00% Semi-Annual 488,045 488,045
CDFI Fund 511,955 6/11/2028 511,955 Maturity 1.95% Semi-Annual 511,955 511,955
CDFI Fund 950,000 6/6/2029 950,000 Maturity 2.50% Semi-Annual 950,000 950,000
Deutsche LIBOR +
Bank 7,000,000 12/21/2021 7,000,000 Maturity 2.25% Quarterly -
2.4% + 30
Wells Fargo 10,000,000 12/19/2021 10,000,000 Maturity Day LIBOR Monthly 2,000,000
The Kresge
Foundation 5,000,000 5/29/2022 1,500,000 5/29/2020 1.50% Quarterly 5,000,000 5,000,000
1,500,000 5/29/2021
2,000,000 5/29/2022
HSBC Bank 3,000,000 6/30/2022 3,000,000 Maturity Cost of Quarterly 3,000,000
Max 3.00%
30-day
US Bank 10,000,000 12/18/2023 10,000,000 Maturity LIBOR +2% Monthly -
90-day
LIBOR +
Charles 1.75% with a
Schwab Bank 10,000,000 12/7/2021 10,000,000 Maturity floor of 3% Quarterly 8,600,000 6,600,000
Total notes
payable 82,200,000 40,800,000 32,050,000
Equity equivalent investments (EQ2)
Wells Fargo
EQ2 1,000,000 9/19/2022 1,000,000 Maturity 2.00% Quarterly 1,000,000 1,000,000
Wells Fargo
EQ2 1,000,000 12/20/2029 1,000,000 Maturity 2.00% Quarterly 1,000,000 1,000,000
Total equity
equivalent
investments 2,000,000 2,000,000 2,000,000
Total notes
payable and
equity
equivalent
investments $ 84,200,000 $ 42,800,000 $ 34,050,000

Undrawn commitments on credit facilities at December 31, 2018 and 2017 were $41,400,000 and
$36,900,000, respectively.

Certain amounts of these loans payable are considered Equity Equivalent ("EQ2") investments.

EQ?2 investments are fully subordinated, unsecured obligations that carry a fixed interest rate and
have a rolling maturity. The lender cannot accelerate repayment unless an uncured event of default
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exists. As of December 31, 2018 and 2017, loans payable included $2,000,000 of EQ2

investments.

The following schedule lists the maturities of all notes payable and equity equivalent investments at

December 31, 2018:

2019 % 4,250,000
2020 6,500,000
2021 19,100,000
2022 8,000,000
2023 2,000,000
Thereafter 2,950,000

$ 42,800,000

Unamortized debt issuance costs of $100,042 and $86,113 as of December 31, 2018 and 2017,
respectively, are reported as a direct deduction from loans payable (see Note 2).

Note 7 - Net assets with donor restrictions

Net assets restricted until first use as of December 31, 2018 and 2017 are as follows:

2018

12/31/2017

Contributions
received
(contributions
refunded)

Satisfaction of
donor

restrictions 12/31/2018

Operations
NeighborWorks® America
Expendable Grants - Home Depot
Award $
NeighborWorks® America
Expendable Grants - Home Depot
Award
NeiqhborWorks® America - Match -
Community Development Financial
Institutions Program - Financial
Assistance
Grants from Banks and Foundations

129,228

926,905
117

$ - $ (75,0000 $ 54,228

- (826,905) 100,000
- (117) -

Total Operations 1,056,250

- (902,022) 154,228

Lending Activity
NeighborworksWorks® America
Revolving Loan & Capital Projects
Fund
(Subsequent to Amendment) $ -
Loans written off, approved by
NeighborWorks® America for
Release of Restrictions
Loan Loss Reserve Provision

(1,725,750)
4,166,599

$ 2150000 $ (2,150,000) $ -

- - (1,725,750)
- 311,256 4,477,855

Total Lending activity 2,440,849

2,150,000 (1,838,744) 2,752,105

Total _$ 3,497,099

$ 2,150,000 $ (2,740,766) $ 2,906,333
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2017

Contributions

Operations

NeiahborWorks® America
Expendable Grants - Home Depot

Award $
NeiahborWorks® America

Expendable Grants - Home Depot

Award

NeiahborWorks® America - Match

Community Development Financial

Institutions Program - Financial Assis
Grants from Banks and Foundations

Total Operations

Lending Activity
NeiahborWorksWorks® America
Revolving Loan & Capital Projects Fund
(Subsequent to Amendment) $
Loans written off, approved by
NeighborWorks® America for
Release of Restrictions
Loan Loss Reserve Provision

Total Lending activity

Total $

received Satisfaction of
(contributions donor
12/31/2016 refunded) restrictions 12/31/2017
129,228 $ - $ - $ 129,228
100,000 826,905 - 926,905
96,636 - (96,519) 117
325,864 826,905 (96,519) 1,056,250
- $ 2,325,000 $ (2,325,000) $ -
(1,725,750) - - (1,725,750)
3,980,436 - 186,163 4,166,599
2,254,686 2,325,000 (2,138,837) 2,440,849
2,580,550 $ 3,151,905 $ (2,235,356) $ 3,497,099

Net assets restricted until donor release as of December 31, 2018 and 2017 are as follows:

2018
Contributions
received Reclassification of
(contributions allowance for loan
12/31/2017 refunded) loss 12/31/2018
NeighborWorks® America
Revolving Loan & Capital
Projects Fund $ 29,578,980 $ - $ - $ 29,578,980
Loan Loss Reserve Provision (4,166,599) - (311,256) (4,477,855)
Total $ 25,412,381 $ - $ (311,256) $ 25,101,125
2017
Contributions
received Reclassification of
(contributions allowance for loan
12/31/2016 refunded) loss 12/31/2017
NeighborWorks® America
Revolving Loan & Capital
Projects Fund $ 29,578,980 $ - $ - $ 29,578,980
Loan Loss Reserve Provision (3,980,436) - (186,163) (4,166,599)
Total $ 25,598,544 $ - $ (186,163) $ 25,412,381
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Note 8 - Loan commitments - NeighborWorks® America affiliates

As of December 31, 2018 and 2017, the Organization has committed to make loans to various
NeighborWorks® America affiliates totaling $28,168,330 and $26,441,833, respectively.

Note 9 - Lease obligations

On July 3, 2008, the Organization entered into a non-cancelable, five-year operating lease for office
space in Silver Spring, Maryland commencing in October 2008. On December 20, 2013, an
amendment to the lease was executed, extending the lease for five years until March 31, 2019 and
changing premises. On November 28, 2018, an amendment to the lease was executed further
extending the lease for six months until August 31, 2019. The lease contains escalation clauses
and charges for other costs related to the space. The Organization also leases office space for
program and administrative services in California and North Carolina under cancelable agreements.

Future minimum rent payments due under the non-cancelable lease as of December 31, 2018 total
$59,034 during the year ended December 31, 2019.

Rent expense for the years ended December 31, 2018 and 2017 was $112,020 and $106,046,
respectively.

Note 10 - Pension plan

During 2018 and 2017, the Organization maintained a defined contribution pension plan pursuant to
section 401(k) of the Internal Revenue Code. Employer contributions to the plan during the years
ended December 31, 2018 and 2017 totaled $68,616 and $59,662, respectively.

Note 11 - Related party transactions

The Organization, or its predecessors, has extended loans to entities or their affiliates that have had
representation on its Board of Directors and/or its Loan Committee. For the years ended December
31, 2018 and 2017, the Organization had one and two loans outstanding, respectively, totaling
$1,500,000 and $4,676,500 of loans receivable, respectively, to such entities or their affiliates.

Note 12 - Available lending capital

The Organization's available lending capital consists of unsecured loans from financial institutions,
government agencies and foundations combined with net assets donor restricted until first use and
net assets restricted until donor release (Note 7) associated with lending capital. As required by
GAAP, net assets associated with lending capital, including funds designated by the Board of
Directors to function as lending capital, are classified and reported based upon the existence of
donor-imposed restrictions.
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The composition, by source, of total lending capital at December 31, 2018 and 2017 is as follows:

2018 2017
Notes payable and EQ2s $ 42,800,000 $ 34,050,000
Undrawn credit facility commitments 41,400,000 36,900,000
Board designated - lending capital 11,701,358 8,224,453
Restricted until donor release 25,101,125 25,412,381
Total available lending capital $ 121,002,483 $ 104,586,834

As of December 31, 2018 and 2017, total lending capital deployed as loans receivable, net of the
allowance for loan losses, was $75,879,441 and $67,297,664, respectively.
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NeighborWorks® Capital Corporation

Schedule of Expenditures of Federal Awards
Year Ended December 31, 2018

Federal Provided
Federal Grantor/Pass-Through Grantor/Program or CFDA Through to Total Federal
Cluster Title Number Subrecipients Expenditures
U.S. Department of Treasury
Passed through NeighborWorks® America
Neighborhood Reinvestment Corporation Act:
Capital Grant Funds 21.000 $ 32,328,230
Expendable Grant Funds 21.000 150,000
32,478,230
Community Development Financial
Institutions ("CDFI") Program:
CDFI Cluster
Financial Assistance 21.020 1,526,905
Loan Program 21.020 1,950,000
3,476,905
Total Federal Programs $ - $ 35,955,135

The accompanying notes are an integral part of this schedule
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Note 1 - Basis of presentation

The accompanying schedule of expenditures of federal awards includes the federal award activity
for NeighborWorks® Capital Corporation and is presented on the accrual basis of accounting. The
information in the schedule of expenditures of federal awards is presented in accordance with the
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards ("Uniform Guidance").
Because the Schedule presents only a selected portion of the operations of NeighborWorks®
Capital Corporation, it is not intended to and does not present the financial position, changes in net
assets, or cash flows of NeighborWorks® Capital Corporation.

Note 2 - Summary of significant accounting policies

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-122, "Cost
Principles of Non-Profit Organizations." NeighborWorks® Capital Corporation has elected not to use
the 10% de minimis indirect cost rate allowed under the Uniform Guidance.

Note 3 - U.S. Department of Treasury Community Development Financial Institutions Fund -
Loan Program

NeighborWorks® Capital Corporation has received three loans directly from the U.S. Department of
Treasury Community Development Financial Institutions ("CDFI") Fund Program. The loan balance
outstanding at the beginning of the year and loans made during the year are included in the federal
expenditures presented in the Schedule. The balance of loans outstanding at December 31, 2018
consists of:

Outstanding

Balance at
December 31,
CFDA Number Program Name 2018
21.020 CDFI Fund - Loan Program $ 1,950,000
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Independent Auditor's Report on Internal Control over Financial Reporting and
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the Board of Directors
NeighborWorks® Capital Corporation

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, the financial statements of NeighborWorks®
Capital Corporation, which comprise the statement of financial position as of December 31, 2018, and
the related statements of activities, functional expenses, and cash flows for the year then ended, and
the related notes to the financial statements and have issued our report thereon dated April 26, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements we considered NeighborWorks® Capital
Corporation's internal control over financial reporting ("internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of
NeighborWorks® Capital Corporation's internal control. Accordingly, we do not express an opinion on
the effectiveness of NeighborWorks® Capital Corporation's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency or
combinations of deficiencies in internal control, such that there is a reasonable possibility that a
material misstatement of NeighborWorks® Capital Corporation's financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control, that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit, we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether NeighborWorks® Capital Corporation's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a material effect on the determination of financial statement amounts. However, providing
an opinion on compliance with these provisions was not an objective of our audit, and accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.
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Independent Auditor's Report on Compliance for Each Major Federal Program and
on Internal Control over Compliance Required by the Uniform Guidance

To the Board of Directors
NeighborWorks® Capital Corporation

Report on Compliance for Each Major Federal Program

We have audited NeighborWorks® Capital Corporation's compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material
effect on each of NeighborWorks® Capital Corporation's major federal programs for the year ended
December 31, 2018. NeighborWorks® Capital Corporation's major federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.

Management's Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of NeighborWorks® Capital
Corporation's major federal programs based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United States;
and the audit requirements of Title 2 U.S. Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards ("Uniform Guidance"). Those standards and the Uniform
Guidance require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about NeighborWorks® Capital Corporation's compliance with these requirements and
performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of NeighborWorks® Capital
Corporation's compliance.

Opinion on Each Major Federal Program
In our opinion, NeighborWorks® Capital Corporation complied in all material respects, with the types of

compliance requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended December 31, 2018.
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A. Summary of Auditor's Results

1.

8.

9.

The auditor's report expresses an unmaodified opinion on whether the financial statements of
NeighborWorks® Capital Corporation were prepared in accordance with generally accepted
accounting principles.

No material weaknesses related to the audit of the financial statements are reported in the
Independent Auditor's Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards. No significant deficiencies were reported.

No instances of noncompliance material to the financial statements of NeighborWorks® Capital
Corporation which would be required to be reported in accordance with Government Auditing
Standards, were disclosed during the audit.

No material weaknesses in internal control over major federal award programs were disclosed
during the audit and reported in the Independent Auditor's Report on Compliance for Each
Major Federal Program and on Internal Control over Compliance Required by the Uniform
Guidance. No significant deficiencies were reported.

The auditor's report on compliance for the major federal award programs for NeighborWorks®
Capital Corporation expresses an unmodified opinion on all major programs.

There are no audit findings required to be reported in accordance with 2 CFR Section
200.516(s) in this Schedule.

Major program:
Department of Treasury - Neighborhood Reinvestment Corporation Act, CFDA No. 21.000
The threshold for distinguishing Type A and B programs was $1,078,654.

NeighborWorks® Capital Corporation was determined to be a low-risk auditee.

B. Findings - Financial Statement Audit

None

C. Findings and Questioned Costs - Major Federal Award Programs

None
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