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Doug Stamm:  The panel is there at different points, different stages in their PRI use and evolution.  They’re all very accomplished and frequent speakers on the subject of PRIs.  So I think we’re very fortunate to have all of them with us.  Each is going to talk for approximately ten minutes about how they utilize PRIs in their particular organizations.  

We’re going to start with Bob Jaquay from The George Gund Foundation.  Bob is going to talk a little bit about how they utilize PRIs in a local fashion.  Then Patrick Modugno is going to follow, from the Conrad Hilton Foundation, some of you had the benefit of hearing him yesterday in the fundamentals session.  He’s going to talk about how they use it as a financial tool.  And then Debra will round out the panel from The MacArthur Foundation and talk about how it’s an extension or a furtherance of their mission.  So, Bob, do you want to get us started?

Bob Jaquay:  Thank you, Doug.  Good morning, everyone.  I really thought that Luther did a tremendous job today as he always does.  And I want to start out by giving him a round of applause.  I’ve heard mention a number of times the phrase “vanilla”.  And I have to confess, not only am I the weekend cook that tries to get us at least through Wednesday at our home, but you can probably can tell, I love to eat.  And I like vanilla.  

And not only do I like the flavor of vanilla, but I find that as the sort of weekend cook, it has all sorts of uses.  You can put it into batters, you can make it into sauces.  You can, well, if you try to analogize it to the PRI field, you can probably use vanilla all along the continuum.  I realize it’s not still up, but if you go along the continuum, vanilla is good.  Isn’t that what Martha Stewart says?  “It’s a good thing.”  So, I wouldn’t be too daunted by or ashamed by or put off by the notion that some of us do vanilla.

So, we don’t shoot from ambush, I thought it might be useful to get a show of hands on a couple of points.  So that those of us on the panel understand who else is in the audience.  How many of us are considered program people within our foundations?  And how many folks are on the finance side of things, CFOs?  Are there any of you like me that sort of fall in between?  

I was at the Casey meeting a few years ago.  I was lucky to be in that select group somehow.  I got in there, and people were trying to peg me and figure out what I did for the foundation.  And I used the phrase, I don’t know if any of you remember the TV show, Green Acres?  I said, ‘I’m like the Mr. Haney of our shop.  Yeah, I’m the budget guy; yeah, I’m the PRI guy; yeah, I’m a grant maker; I do all sorts of things.”  

There are others like me in here?  How many trustees are in the crowd?  How many have been with foundations that have done PRIs for more than say 15 years?  And how many have done PRIs for less than two years?  How many of us are new to the business?  Haven’t done a PRI yet but are here to learn?  Okay.  This is a really important crowd.  And I think those of you that are here to explore PRIs for the first time are people that I might choose to address most directly with my remarks.

Cleveland, Ohio is a very, very interesting place.  It is a town that has issues with racial segregation.  We have an urban core that is hollowing out with sprawl.  We have an economy that was historically based on heavy manufacturing, that is no longer predominant in the world marketplace.  We have all sorts of endowments, however, that give us a fighting chance to make a big difference in our community.  Not the least of which is the organized philanthropic community, which is in many ways a legacy of our great industrial past.  

We are very, very proud in Cleveland of the fact that we have the oldest community foundation in the United States, and still one of the largest, I think it is second largest in the country.  The Cleveland Foundation, is very, very well known.  And in the PRI field, I think all of us in the Cleveland area, including the Gund Foundation which has been making PRIs now for well over 20 years, still consider that institution to be kind of our flagship.  
They did the very first.  They made a PRI loan in I believe it was the 1970s to save a series of old theaters that have now turned into a fairly vibrant theater district in our downtown area.  And within a year later, the Cleveland Foundation learned from that experience and tried to branch out into the housing field, and invited the foundation where I now work to do about a 300 unit housing complex  a vanilla deal where the foundations took a subordinated position.  
I think we had about half of the deal in a conventional loan from one of the banks in town.  I think then the Ford Foundation took the primary subordinate position.  And then there were a series of those of us that subordinated yet.  Cleveland and Gund were the largest but there were a host of other institutions.  And then finally there was an urban development action grant that took the lowest position. 

It’s fairly typical.  The wedding cake approach to doing a deal.  To fill the gaps in the overall costs of a project to move it forward, is the kind of thing that we constantly encounter in trying to move projects forward when we’re doing PRIs or any other kind of urban development.

We learned from that experience that we could not continue long doing retail deals over the long haul, and knew that we had to set up better mechanisms to deepen the capacity overall to find the deals, to vett the deals, and to help people at the grassroots who were trying to better their communities really find new capacities.

And so, in Cleveland we spent a lot of time over the decade of the 80s building up intermediary capacities that were locally controlled, flexible enough to take in substantial national resource from Enterprise and Lisk and other national grant making dollars from Ford, Heron, others that have come into Cleveland and we are so fortunate to have.

But we found over time that grant making was not enough.  And so we began to try to figure out how to structure long term philanthropic support that was of a program related investment nature.  And so, you can see from the metrics of our foundation, which I think is on the fourth page of the 480-some million, we have approximately an $8 million dollar portfolio, give or take at any time, or roughly about 2 percent of our assets.  About half the portfolio of program related investment loans goes to support a strategy of the local intermediaries providing grassroots organization with financial know-how, with deeper capacity to do transactions of scale.

And I would say that it is very, very patient.  We don’t necessarily book a lot of new loans, but we spend a tremendous amount of our time making sure that the capital that we have in place with our borrowers or our certificate holders whatever, works for them as well as for us.  And so we’re constantly doing rollovers, we’re doing remakes, we’re trying to make the capital work in the greatest way possible.

Our locally controlled intermediary organization, Neighborhood Progress, Inc., is trying to ramp up from about a $15 million dollar local fund to about a $30 million dollar scale.  Their strategy was to engage a lot of the local banks that for the last 15 or 20 years would go into deals but not participate in the fund itself.  And so as they started to approach the banks about getting capital, they realized that their balance sheet as a fund didn’t have enough equity.

And so, about two years ago, Cleveland and Gund did a substantial remake of the loans that they had in place for many years, so that there would be a portion of the existing investment converted from loan capital to equity, with more sort of periodic, sort of check-ins and sharings of profit.  The whole idea was to help the organization that we were trying to invest in morph their balance sheets so they could become attractive to other sources of revenue.  Increase and leverage significantly the amount of capital that we could put on the street.  

There are two big factors at play in our foundation that I think are relevant for our locally responsive strategy that you need to know about to understand how we use PRIs at the Gund Foundation today.  About five or six years ago, like so many other foundations in the country, we took a substantial hit to our portfolio.  And the asset base dropped by double digit proportions.  And it put a real squeeze on the kind of grant making we could sustain and stay relatively in perpetuity and in achieving purchase power with our investments.

And so, we slowly ratcheted down, Pablo Eisenberg and others were very pleased with us because we were well above 6 percent for a few years, although it was for a whole set of reasons about being responsive to our grantees and not trying to cut people off if possible.  But eventually we leveled out at a 5 percent payout rate again.  

But during that era when we were ratcheting down, we figured that it would be really, really helpful for many of our grantees to also have access if you will to a PRI window.  And so, we worked very hard throughout our foundation to make sure that all of the program officers, Arts, Education, Environment, understood the PRI process, and tried to convert it so it was no longer just the purview of that development docket, if you will.  So it wasn’t just about housing and community development but about a host of other things.

And so in the last few years, our foundation has probably done most of its PRI work with deals that were generated through the Environmental Program Office, or my colleague John Jensen some of you may know from sustainable community activities and environmental grant makers.  And he has done a marvelous job of finding opportunities for revolving loan funds, for land acquisition, open space preservation, and did move along green building.  In fact, for years, he and I literally were philosophically at loggerheads about to make more green building happen in the pipeline in the community development community. 
 And over time, because of the PRI option, we realized that we actually were working in a Venn diagram.  And that he and I, rather than being at odds with each other, were actually in the middle of the ever-increasing space between our circles.  And found that we had more in partnership than we had in differences of approaches because of our sort of different program areas.

And around the foundation, as our grant making is trying to be less siloed and more intra-disciplinary, we find the grant making alone doesn’t necessarily do it.  But the integration of our program related investment activities really is helpful and most responsive as we try to think about places in all of our grant making that intersect and help to make a particular place much more livable for all the people in our community.

I’m very close to exceeding my time.  But there is one other thing I wanted to share with you as I close.  There was a very simple article I was lucky enough to be asked to submit to a group called Shelter Force.  And there is a URL, www.nhi.organization.  
And an article called Program Related Investments: More Complicated Than Grants, But Worth Considering.  And it was done intentionally by Shelter Force with a view to equate program related investments to the grant making process that not only program officers were so familiar with, but also the grant recipients.  And I think it might be useful and instructive, particularly to those that are contemplating PRIs for the first time.

I could go on, but I’ll have to pass along to my other colleagues who no doubt have good things to say.

Pat Modugno:  All right, I’m next.  My name is Pat Modugno, with the Conrad Hilton Foundation.  I’ve been with the Foundation for 18 years.  We went through a ten year period of litigation after Mr. Hilton died.  He died in 1979.  His estate was not settled until 1989.  Twice the Supreme Court, once through Federal Appellate Court system.  It was a fairly lengthy process.  

We had a lot of time to spend to look at how we could best structure an organization.  We are currently an $850 million dollar foundation, an $800 million dollar supporting organization, a billion dollar trust, and a billion dollar estate, and a $60 million dollar trust.  We have assets all over the place.  Eventually we’ll all come together at some point in time.

Luther asked the question, “Why don’t more people do PRIs?”  When we started studying and looking at them, I thought, “This is too good to be true.”  As somebody responsible for the investment side of the house, looking at an asset that is generated out of something that you otherwise are giving away, and can now add that on the balance sheet and not have it calculated in your payout.  And have a return that’s coming back into you that’s like free cash, to help meet your payout requirement.  I thought, “Wow, this is really something we should look at more seriously.”

The case for that was made this morning when I pulled under the door and looked at the USA Today article that said that core inflation last year was 3.75 percent.  We have a 5 percent payout requirement.  That means all of our portfolios have got to generate 8.75 percent, plus pay our taxes, plus pay our costs, just to maintain the same purchasing power of the portfolio moving forward.  Difficult to achieve in today’s environment.  

And so having a PRI portfolio as part of the assets that are generated for monies that otherwise are going away through your payout requirement with a zero percent return; keeping them on the books really was intriguing.

Yesterday morning I had a meeting with our consultants, Cambridge Associates, who have an office in Menlo Park.  We’re going through a full asset allocation review of the Foundation’s portfolio, in anticipation of joining this $3.5 billion dollars worth of assets, and how we should best position ourselves moving forward.  
And I put out to our consultants that I would like to build a PRI portfolio equivalent of 20 percent of our asset base.  And I explained to them, I said if you took a billion dollar foundation that had $800 million dollars of core assets, and over a period of years through careful payouts of the 5 percent requirement, building PRIs and building a $200 million dollar portfolio, that that would have the ability of sustaining a fairly significant drop of the stock market should that happen.  Because as PRIs come back to us as returned loans, if our assets are down and therefore our payout is down, we can recycle those out as grants.

So, again, for example, if you had a sustaining $20 million dollar grant payout, suddenly you take a hit on your assets.  Now you can only give away $18 million dollars to meet your 5 percent payout.  If you have returning PRIs, you can add that back to stabilize.  So I demonstrated to them on paper how you could have this stabilizing of a steadily growing grant program, despite the fact that the stock market and your other asset bases are going up and down.  

So, we view it as a means of grant stabilization, as a means of asset protection, and as a means of providing back cashflow that comes in freely from the interests that we’re receiving that is not tied to the portfolio - which allows us to take a lesser risk in the portfolio.

Some of you on the program side may not understand what I’m getting at.  But I sort of look at it as sort of the yin and the yang.  The investment and finance side, and the programmatic side.  Without programs we have no reason to exist on the finance side.  And yet without the finance and investments, you have no reason to exist either on the program side.

And so we have to be sort of brought in together and work in conjunction with each other.  And the PRI is a perfect crossover point of being able to blend not only programmatic mission through making loans tied in with our grant making activity, but also it then creates an asset that sits on the balance sheet that otherwise would not exist, and generates income in the form of the interest that we receive.

And so it becomes a perfect blending and matching and will enable us to sustain ourselves and grow in this perpetuity.  So that when I wake up in the morning and see the newspaper and see inflation rate that now adds to the hurdle that I’ve got to accomplish with the investment side, I can rest assured that I don’t have to work and stretch quite as hard.

For those of you on the financial side, I’m going to throw a real quick little zinger out.  And the rest of you are just going to sort of maybe get dizzy with it.  I would like to see us get to a point, and when I explained to our consultant yesterday, I would like to see us every time we put on a PRI, out of our 5 percent payout requirement, to take a piece of our asset base, our fixed income portfolio, and buy a TIPs.  TIP is the inflation protected security; they’re issued by the United States Government in the form of treasuries.  

They have a very low nominal interest rate.  But they have an inflation kicker attached to them.  So, if we took a PRI, and if we took a TIPs, and matched those together and had at least a 5 percent return on the combination of the two assets, and then had the inflation kicker on top of it, what I’ve taken is I’ve brought down the risk within the portfolio of that part of it.  

If again, I’m trying to drive a 20 percent base of PRIs in the portfolio, and have 20 percent of the assets in TIPs, I’ve been able to bring down the risk because they carry a zero risk with them.  It allows me to bring down the risk in the overall portfolio, not to have to stretch as far out on that plane, and then can take something as a matching asset, a higher yielding security or something, to bring in a greater return.  So I have a blended higher return at a lower risk factor.

I apologize to those of you on the program side.  But trust me, it works.  And I think those of you who are on the trustee side of foundations, and those of you on the financial side of foundations, think it through and look at the benefit that you can have of really adding to the long term sustainability of your portfolios, assisting the program department with another tool in terms of helping our grantees, in terms of growing their capacity.  

And it’s a win-win all the way across, of the foundation ultimately has been able to grow its portfolio.  We help our trustees look good in the community.  But more importantly, our grantees are really able to sustain and grow their activity through the added capacity we can provide to them through that process.  
And that’s really the way I look at it, is strictly a financing tool.  It’s something that adds another aspect to the way in which I can do my job.  And it’s a way in which we can outperform and grow toward the future for the foundation and for our grantees. 
Thank you very much.

Debra Schwartz:  I’m Debra Schwartz and I’m the Director of Program Related Investments for the MacArthur Foundation.  It is especially great to have Greg Ratliff, my mentor and predecessor here today.  And I am the third director of a program that began in the mid-1980s at our foundation, which is headquartered in Chicago.  When we purchased some stock in a brand-new community development bank, a completely new creature that had been created on the southside of Chicago, now known as the Shorebank Corporation, the most successful community bank in the world, and a model that many of you may have heard of.

And that bank was created based on a simple idea, which is that insurance companies, banks, and others who had chosen to redline, to stay away from a poor and black community on the southside of Chicago.  That in fact by bringing banking, by bringing services, by bringing resources to build housing, and to revitalize the community, you could not only do well from a social standpoint, you could also show the world that there was revenue to be generated, money to be made, and ultimately unlock the potential of capital and markets for the greater good of that community.

I think that the essence of that idea, though, was that there was not enough money in all the charity in the world, to solve the problems of poverty and housing and all the issues that you could see so clearly on the southside of Chicago at the time that Shorebank was created.

And I think for the MacArthur Foundation, we have used PRIs for 20 years now, for all the reasons that Luther laid out.  I would say that we represent a different place on the spectrum.  We admire Pat for the incredibly creative way that he is able to see PRIs from a financial standpoint.  That’s not what drives our foundation.  And we are not even driven by a mission-related investing agenda.  

We’re pretty traditional.  The investment side of the house manages the investments, and the program staff manages the PRI program.  Although we’re very fortunate to be able to tap our investing staff and other people with financial expertise to help make sure that if we use this very unusual philanthropic tool, we get the benefit of their expertise and their relationships and their insights, so that we can be as successful with our PRI making as possible.  So, I’m just going to talk a little bit about what it means to do PRIs from really a program standpoint.  Because that really is where PRIs live and have lived at MacArthur Foundation, for 20 years.  
Our program has evolved some over that time period, I would say from the early years.  There was a wide experimentation.  It was driven by the idea that certain kinds of philanthropic goals could most powerfully and successfully be achieved by using a financial tool, a PRI.  And the Shorebank case is kind of a classic example.

Grants wouldn’t have allowed anybody to prove anything about building housing or creating businesses.  You really needed that chance for those enterprises to prove themselves to the financial markets as much as anything.  And I think that is for us one of the kind of core reasons why PRIs from a programmatic standpoint, not a financial standpoint, but from the standpoint of our grantmaking, are often superior to, or an essential complementor adjunct, to our regular grantmaking.

The evolution has gone from where we experimented broadly.  We invested in things like open space conservation.  Things like The Trust For Public Land.  It’s a very plain vanilla PRI by the way, and a great use.  It allowed The Trust For Public Land to buy up open space and hold it while a local community garnered the permanent resources to hold that land for conservation, and then to recycle the PRI money and to repeat that over and over.

We made a lot of PRIs in the mid-1990s that experimented with environmental businesses in Latin America, looking at how to stimulate sustainable agriculture in the organic sector.  We have probably made PRIs now in almost every are of the Foundation, whether it was women’s health in a developing country, or a business that was trying to help bring school reform to inner city schools.

We did an evaluation in the year 2000, after 15 years.  And the conclusion that we reached was that we had been in fact very successful in using PRIs as an adjunct, as an expansion of our grantmaking.  But that where we had been most successful was in places where we concentrated that PRI resource, and really used it in a targeted and strategic and concerted way.  And I don’t think this insight actually really has so much to do with PRIs.  Because I think for a lot of our foundations this is a basic question for grant making.

There’s so much need, there’s so much good work out there to be done.  There’s so much opportunity.  But if we spread our resources across all of that a little bit, certain kinds of things can get tried or experimented with, but sometimes we dissipate our impact.

So a decision was made in 2000 to really redouble our PRI efforts.  And we committed $200 million dollars out of the Foundation’s corpus.  So at the time that was about 5 percent of all the Foundation’s resources.  So we said we were going to create a pool.  Not as an investment class, but just sort of as a parameter, to say we will be comfortable having as much as $200 million devoted to PRIs.  And that was kind of just the broad contour for us to work with.  

But we’re not going to just do it at random.  We’re going to make sure that those PRIs are being used in close concert with, and really as the heart of or the kind of vital partner to other kinds of grant making activity.  And that’s the approach we’ve taken over the last five years.  And I want to share with you just an example before we open it up to questions, to see how that’s taking place for us.

The reason that we were enthusiastic about not only continuing but redoubling PRIs was that one area we’d seen a lot of success in had been the field of community development financing.  And a lot of you heard Nancy Andrews last night, and the story of their organization, which was one of the groups that our foundation invested in, in the early, early days of the program.  The meteoric growth of that organization, and the tens of thousands of homes and child care center spots, and all of that, is exactly the kind of thing that made us feel we had a really successful and powerful tool for social change.

Some of you heard from the Calvert Foundation yesterday.  And there, too, is an extraordinary story of how capital has unlocked so much potential for long communities.  And you’re going to hear examples like this all afternoon.

In 2001, our Foundation launched an initiative focused on a particular problem in the affordable housing arena.  And I just want to share with you how PRIs have played a role in that, and the impact that we’re seeing already to-date.  Most of our PRIs over the years, and certainly most of our most successful PRIs had been used in one way or another to help non-profits and for-profits build affordable housing.  Because there’s a challenge obviously in terms of getting enough resources to that need.

We realized in the late 90’s though, that even with 100,000 new units of affordable rental housing getting built across the country every year, it turned out that market forces, condominium conversions, just rising rates of rent, just the escalation of the real estate markets were wiping out as many or sometimes three times as many units as were getting built.  And so we decided that we should really look at not just how to keep pumping more money into more new housing, but to ask what the challenges were that would maybe help stem the tide, and hang on to the affordable housing that so many had worked hard to build for so long.  

We launched an initiative called Window of Opportunity, Preserving Affordable Rental Housing.  And I think there’s some materials on the table describing it.  And we launched that as a $50 million dollar initiative of which $40 million, it comes from PRIs.  So that’s a sort of example for us of where we have an initiative that the PRIs are embedded, they are the heart and the core of it.

And what those funds are being used for is really very simple.  There are a couple of dozen organizations across the country that are really well positioned because of their mission and their capacity, to go out and buy rental housing that already exists, that already houses low income people, and to buy it and to preserve it and improve it, and make it an asset to those residents in the community.

But the thing that most non-profits don’t have is a lot of cash burning a hole in their pocket.  And so what we did was to make very large loans, sometimes as large as $5 million dollars at a time, some as small as a million dollars.  But we gave them that money and said, “Use this money for ten years, and use it as your risk capital.  And go out and now you can compete better in a marketplace.”  

Where they can’t wait around.  They can’t say, “I’m going to buy your building for you, but I need two, three, four years and I’ll be back to you when I’ve assembled all my stuff.”  They have to be able to move fast.  So they use our PRI [indiscernible] money, and they get in the market and they buy these buildings.  And then once they have control of it, they can take the time to build the wedding cake that Bob talked about, and go get a subsidy here and a tax cut there and a bond there and whatever.  And do this over and over.

And within three years, and we had at that point invested about half of our PRI funds, these groups had already preserved over 20,000 affordable homes across the country.  So that was huge leverage from a program standpoint.  

And even more exciting, there are 40 states today that have preservation policies on their books.  And when we started there were only six.  And we can’t – it’s that social impact challenge that we all face.  We can’t say that’s because of our initiative.  But I can tell you that that’s the kind of policy and systems change that at the end of the day is really what animates our PRI program.  There’s never enough money.  It doesn’t matter whether you’re MacArthur or you’re Heron or you’re Meyer or whoever you might be.  There’s not enough money to do it all.  

So we look at it as a way in the right circumstances with the right kinds of problems to unleash the right kinds of creativity, divisibility, and change that can unlock not only more capital, but the kinds of systems and policy changes that for many of us are what really animate our philanthropic work.

So that’s why we use PRIs.  Again, everything that Luther said, and that we’ve heard from the others, these are all the reasons that you can get to the PRI table.  The point is, it is a powerful tool, and it really can work.  So, thank you.

Doug Stamm:  Thank you, to each of our panelists that you’ve heard - a wide range of rationales for getting into PRIs.  They’ve all had extensive experience.  They’re coming from different positions.  And we’re now going to have, actually we have slotted on the agenda a half hour for questions.  When you ask a question from the table, we’d like you to identify yourself since this is being recorded.  And we’re going to use it for further educational purposes around the country after this.  Identify yourself and if you have a particular person you’d like to direct the question to, do that.  Otherwise we’ll take turns on the panel, and they’ll just chime in.  

Also, consistent with what we talked about last night, the big tent format here.  If there are some of you that out in the crowd have some comments to share that you believe are relevant to particular questions or add on and enhance the panelists’ comments, please feel free to do so.  So, first question?

Shari Berenbach:  I’m Shari Berenbach from Calvert Foundation, and my question is to Pat.  And I’m wondering if you could share from your viewpoint why people from a finance or the investment side of the shop have been so reluctant to embrace PRIs as a tool for the kind of active financial management that you just described.?  And if you have any suggestions or ideas as to how to court that audience?  Because I think they’re a real important piece to this overall picture.

Pat Modugno:  Partly because they’re purists.  And it’s outside of their field of expertise.  And I think there’s a lack of the ability of transferring that information over.  We’re fortunate.  I described us as having over $1.6 billion in assets.  We have a staff right now of 14 people.  That means over $100 million dollars in assets per employee.  I oversee three grant programs.  I’m in charge of finances, investments, accounting, legal, personnel, and everything else that comes around.  And so, the ability of transcending the pieces back and forth and understanding both sides I think the fact is in the larger foundations, as you got the separations that people just don’t communicate as well.  It should be somebody there who’s going to be able to get back and forth because as soon as it gets back up to the trustees, and as soon as it gets to the president and the senior officers, it’s there.  And there probably should be at least at some senior level within the organization, the ability of having that discussion that if it’s the program people trying to sell, the investment people on it, or in our case it was the investment side selling the program side.  
So there is that symbiotic sort of relationship.  But I think if you’ve got a house that’s got really a sophisticated investment staff, they’re not going to look at this as an investment.  Therefore they’re not going to feel as interested in it, because there’s that lack of ownership.  And there’s sort of that purist attitude they might have.

Bob Jaquay:  Can I add just one comment to that question, too?  I think Shari, one of the concerns that administrative financial staffs have about increasing PRI portfolio sizes is the fear that they can’t keep up with the annual reporting requirements, and a lot of the due diligence that’s required on an ongoing basis.  

And so, if there are practical ways that the reporting can be simplified, and that the program staff that already probably has a grant making relationship with the PRI recipient, and can understand the tremors within the organizations that may well have financial implications, there can be practical ways to try to get organizations to become more willing participants in PRI activities, if you also address those kinds of ongoing administrative questions.

Luther Ragin.:  I’d like to build on something that Pat said.  Shari, in visits with some foundations, it is clear that the resistance is more on the program side than the finance or investment side.  It really will vary from institution to institution.  
And it’s for precisely the reason Pat says it’s difficult on the investment side, that there are a lot of purists on the program side, too.  That is one of the reasons, in talking about how to overcome the complexity issue, for  bringing both sides of that “wall” together in more consistent conversation.  I think it goes a long way in addressing that problem.

Doug Stamm:  Actually, I’d ask you to follow up on that a little bit, Luther.  Because we’re, in our organization, we’re relatively small, and we’re heavier on the program side than we are on the finance and investment side.  Although as you know, we have a very sophisticated CFO, who is very interested in PRIs.  

But how do you bring, if you’re a small organization and you don’t have all the sophisticated investment and financial folks in-house, how do you educate your program officers to really embrace PRIs, and help non-profits understand how they can effectively utilize them?  And then, what kind of services, or what kind of people do you go to on the outside if you’re a smaller organization, to bring in the investment and finance advice that you might need?  Maybe you could take a shot at that?

Luther  Ragin:  Sure, and others may like to speak to it as well.  I think part of it is utilizing the resources that are in-house.  And as you’ve indicated, in some foundations that may be somewhat limited. Those foundations often augment their resources with external consultants who guide them and provide expertise.  

In the case of our foundation, one of the things that we’ve done to deepen the commitment and confidence of program staff in originating, underwriting, and monitoring PRIs is to implement a policy that requires third-party reviews of every transaction that we undertake.  

So, while the final recommendation rests with the program officer, the program officer has the opportunity to engage with a consultant around the relative merits of the transaction.  

What that winds up doing over time, is to allow the program officer to become involved in a series of tutorials, and to develop a series of relationships with third-party reviewers that strengthens the confidence of the program officer, both that he or she can identify and analyze the risks of the transaction, as well as understand the potential programmatic benefits.  

Doug Stamm:  I know that some other panel members may want to add on to that, but one thing I think would be of interest to a number of us in the crowd that are not as sophisticated or as well staffed.  We’ve heard a lot of discussion in the last day and a half about the use of consultants or outside experts.  So if you can help us identify who those folks are, and I know they’re somewhat transactional-based.  But the kinds of experts we need to bring in, then that would be helpful.  Debra?

Debra Schwartz:  Yes, well, I want to also cite another example that Christa Velasquez gave yesterday, which is that sometimes for a foundation to get started and they don’t have the resources even to hire the consultant, another way to approach this and to kind of get the toe in the water with PRIs and to get program officers familiar, is a co-investing strategy.  

So, the example she gave was a fund in Baltimore.  And there were some lead foundations that were willing to kind of foot the bills for the legal work or for the consultants or what have you.  And then other foundations participated and provided resources that were vital, but also got them the benefit of them.  I would say that partnering is another really powerful way to share the learning curve on experience, and the cost of it as well.

We use consultants.  We don’t have a large staff for PRIs.  There’s myself and one program officer.  And we are so embedded in our grant strategies that we also share grant making responsibilities.  So we’re not devoted 100 percent to PRIs.  So we have found that sometimes what we want to accomplish with a PRI is a clear idea to us, but we don’t have the expertise in-house to execute.  And so there are a range of consultants.  

And I think the network is going to work to become kind of a clearing house for folks who have expertise in everything from affordable housing to working on more complicated financing structures.  And I think the network is just a great place where we can begin to share that set of information.

Curt Riffle:  Hi, I’m Curt Riffle from The Packard Foundation.  And this is to you, Patrick, but maybe to all of you to address.  You made a good point about the use of PRIs to reduce the risk in an endowment.  But doesn’t that kind of translate over to the program side of the house to say, “Well, careful how you use these.”?  It’s kind of that how do you manage the yin and the yang that I think one of you alluded to?  Does that set up some conflicts?  And how do you manage through that?

Pat Modugno:  Our grant making style is very long term.  We have a small staff because we make very large commitments over a very long period of time.  We’re very proactive in our approach of grant making.  We have very few grant requests that come in that get turned around and approved.  Most of them unsolicited get to take the time.  

So, when we have a grantee that is an existing grantee that has any borrowing needs in terms of expanding their capacity, is really when we look at the opportunity to put in the PRI.  So, it’s not viewed as risky on the programmatic side, it’s really an opportunity for us to fill two needs: both the grant needs of the organization, but also the borrowing needs they may have.  And so we can take and help move them along faster.  

So if somebody has a capital campaign, they’re out trying to get five year pledges to pay for the building of a building, we may take a piece of that that we might want to participate in as a grant.  But I could also approach them and say, “What if we financed your pledges?  What if we up front gave you the money so that you’d get a building built faster, not have to build in financing costs into that transaction, not have to build inflationary costs in terms of materials, because you’d have to delay construction?”  

And so it doesn’t have the risk, it actually brings down the cost of that project to the grantee.  We’re looked at as heroes.  Our program officer for bringing that idea to the grantee, because we’ve helped move them along, they still go out with their fundraising goals.  And if they reach their goal, they’ve got some excess monies left over that could be used for the long term maintenance of that building, or again, the cost has come down.

So, ideally when we see anyone who has a capital campaign, I ask our program staff, “Please bring it to me, I’d like to take a look at it.”  And if I know that we’ve got some capacity that year to put out monies, then we’ll try to really encourage a meeting with that organization, and approach them about our making a PRI to them in the form of a loan.  

So, I don’t see the risk on the program side the way we’ve got them structured.  It really becomes a very good partnership.  And it helps benefit the grantee because we’ve brought down significantly their borrowing cost or financing cost, or they can escalate their project and get it done faster.  And then get on with whatever activities they’ve got, whether it’s a YMCA that’s going to then generate some revenues from selling memberships or something and getting at it sooner rather than having to delay that process.  So I don’t see that – we don’t look at it from a standpoint of risk, we look at it really from the rewards standpoint on it.

Bob Jaquay:  Curt’s question and Patrick’s response triggered in me a whole host of questions.  Perception of management of risk is not just an internal kind of a conversation.  Oftentimes we have to work hard at in a sense holding ourselves out and clarifying our role in doing these investments, with all sort of other investors.  I have all kinds of war stories about unrealistic expectations where banks and other institutions where we’re trying to make a deal happen think, “It’s like a grant.  And we don’t have to charge interest.”  Or, “We can subordinate so low there’s no chance we’d ever get our money out.”  

Or, on the other hand after a PRI is made, in our case because it’s a small town and we have sophisticated grantees, they all read our 990’s, they’ll know if we convert a loan to a grant.  They’ll be able to.  And they’ll want the same treatment.  And so the whole management of risk is across all the spectrum of participants in making deals happen and activity in the community.  It’s a good question.  It prompts all sorts of stuff about what are we about in this and how do we hold to the line that we have to take to make the PRIs work as investments?

Ann Lininger:  I’m Ann Lininger from the Meyer Trust.  Yesterday I heard Pat say something that sounded to me like, “You never collateralize your PRIs.”  And I’m very curious to hear what their range of practices is within this group.  And if you do take a security interest in a project to which you’ve made a loan, what have you done in the event that – have you ever foreclosed on a security interest?  And if people could talk about that scenario, it’d be very helpful.

Debra Schwartz:  Well, we’ll all have different stories.  I can tell you that having done I think probably close to 200 PRIs now since the program began, we’ve had the opportunity to also see how some things have unfolded.  Mostly well.  We’ve had over almost $60 million returned to the Foundation in successful PRI repayments, and a rate of experience of problem PRIs around the level that Ford described last night.

We generally do not take a security interest.  And because really again we’re coming at this from a program standpoint, we are trying to provide a flexible resource.  And I think Bob is right, there’s a kind of funny gray line you have to walk.  Because if it’s so ridiculous to think that you’ll ever get paid back, probably it shouldn’t be a PRI.  Because you’re not helping anybody prove anything by giving them a setup to fail.

So it has to be good enough.  But on the other hand, if they’re so locked down under the terms that you’ve given them that they can’t do anything creative, or it really isn’t materially different from what they could get in the commercial sector, then it’s not clear that it should be a PRI either.  Maybe they really should just negotiate a good loan with a bank and be done.

So we tend to keep it very basic.  There’s a covenant that they have to use it for a charitable purpose.  We will sometimes put in other kinds of covenants, but we’re pretty limited in what we do because we’ve limited capacity also to really manage that.  There’s a lot of value in covenants because they can provoke conversations that are important at the right time.  If things are heading off track, that’s often a way to make sure you know.  

So we rarely take a collateral position.  But we have in some cases where a group has negotiated hard with us and wanted us to price the PRI at a very, very low interest rate.  In one case they really weren’t comfortable with a lot of the covenants, and we ended up trading off covenants for an interest in an endowment that they had.  

The one case I can think of where we foreclosed where we happened to have a security interest was a venture fund.  And the only reason that we had a security interest was that USAID was a major co-investor.  And we had set up an agreement to make sure that if things went wrong, that USAID didn’t end up with all our money.

And so that was a case where we just – and actually the group hadn’t realized we had that security interest.  And fortunately someone in our organization realized it.  So, we did.  It was a group that was liquidating, and we just, we received our share of that asset.

Pat Modugno:  I would just say that we have not taken collateral.  Taking collateral to me means that we’ve got to hire a lawyer to look at it.  And as I explained yesterday, we just don’t go out and seek legal opinions because it adds to the cost and the complexity of the transactions.  We try to keep them very, very simple.  I have, however, written conditions in the loan agreement that would not allow the organization and they are just certifying to us or guaranteeing to us that they will not either assign or collateralize that exposure that we have taken as a result of our transaction with them.  So it’s really goodwill of their organization, stating back to us that they will leave that out.  

After September 11th, one of our grantees long-term in New York had lost its building, it was Helen Keller International.  And we contacted them immediately to see if there was anything that we could do for them.  They were put out of a building and they were put out of business, literally.  And so we advanced a very, very fast PRI to them, zero interest rate.  And for that, they had insurance and you know how long it takes to collect on an insurance policy.

Everything was going to come back from their insurance policy and we got money to them within a day.  We called our board, we got an emergency meeting, we got a special permission.  We wire transferred money and they were up and running as a result of our advancing a PRI to them.  And then as they got insurance monies back in, they just repaid our loan.  
So in that case, we just put a quick little covenant in the loan agreement that their insurance proceeds would come to us to repay the loan.  So we never collateralized it, but we certainly put within the loan agreement that clause that did not allow them to go out and assign that elsewhere.

Bob Jaquay:  We have approximately 42 or 43 outstanding PRIs at the present time.  I would say that six or seven of them either have some form or security, partial or full, or have a guarantee of some sort involved.  Typically our PRIs are unsecured, but there will be special circumstances in which we will seek security, if it is available and if it’s appropriate. I will say that we’ve never had to foreclose or take possession of collateral to date.  And there have been circumstances in which a PRI has deteriorated.  

And part of our protection of the investment of the foundation, frankly, has been to seek and get security in a situation where we think, in the absence of it, we might be in a position to have to write off the entire investment.  That has actually worked quite successfully for us in a number of cases.  We find in general that where security is given and is taken that groups are very focused on repaying you.  It’s interesting.

I mean, we’ve tried to be very serious about the notion as a foundation that we expect to be repaid.  That these are, in fact, programmatic investments.  They are not just big grants.  I think it concentrates the mind particularly when there is a security interest in an appropriate deal.  And I think it has meant that the resolution of what might otherwise be a very problematic transaction has been eased in some ways.

Doug Stamm:  It’s interesting, from the Meyer Trust perspective, wherever appropriate, we seek some sort of collateral.  And we’ve not received pushback from the non-profits that we’ve worked with.  We get more pushback on the issue of what’s the interest rate and what are the terms, rather than whether it is collateralized or not. 

And then our trustees, rightfully, are always concerned that it’s great that we have a security interest, but particularly when you are in a small state like Oregon with one major newspaper, what are the headlines going to read when the Meyer Trust forecloses on the local food bank?  So those are real issues that you have to think about.  Another question over here?

Asad Mahmood:  Asad Mahmood from Deutsche Bank.  Patrick, you had mentioned the conversation with a consultant that you had.  And I’m not very knowledgeable about this.  But my question is, my understanding is that consultants like Cambridge Associates play a fairly important role for large foundations, both here in the U.S. and abroad.  And even extend to endowments of universities and other state pension funds, that might have social motivations.

As PRI Makers Network, what can we do and how important is it to engage this community of advisors, these financial advisors, ultimately, on the social investing side?  And how important and knowledgeable are the financial officers on the side of being familiar with?  Last night, I was talking to your Chief Financial Officer, and he said that he was very surprised that at a Treasurer’s Foundation meeting, how limited knowledge there was on the performance.  
There is an incredible history on the performance on the social investing side in general.  So Pat and Bob, if you could comment on those two elements – I think it’s an important initiative for the PRI-makers to take.

Pat Modugno:  Well, just as investment officers are purists, consultants are even more of a purist.  They don’t have an understanding necessarily of what we’re doing in the PRI format.  They see even the assets that we have in our portfolio come through our custodian bank on reports.  They come from our outside investment managers in their reports.  And then that’s what the custodian provides to our consultants.

In our case, our consultant does some performance ranking with that.  Those are the asset bases that they see.  We’re holding internally the PRI portfolio.  It’s not showing up on their radar screen.  So they are not tracking that performance because it’s really not an asset in their mind.  It’s a sort of third thing that sits off there that is really a quasi-grant, from their standpoint, that is just sitting there.

So when I was trying to explain how I would like to see that incorporated in, and I would like to have the consultant, when we go back to the investment committee, even have a discussion as to how we might blend that in, and really consider it part of the portfolio.  We were treading absolutely new ground with the consultant.  And I think that was the whole issue, how do you get to the financial staff in something that is not necessarily understood, because it’s been more of a programmatic history within the foundations.

So it’s really trying to explain what it is, how it works, and how it benefits the portfolio and how it can be used as an offset within.  And if it’s incorporated in that broader thinking, then I think we will go a lot further along with it.  But at this point in time, it’s new ground.  
Our consultant said – tell me about your PRIs.  Because I was explaining how we had that and how the cash was flowing in, because they’ve never seen that.  We don’t report that to them and therefore, it’s not part of – when they are putting out this sort of general reports and have their cookie cutters of all the asset allocations, it’s not seen as a sense of investment asset allocation.  It’s something that has just occurred by default and therefore, they don’t track it.

Bob Jaquay:  I found that we have to be very patient in explaining terms to the investment management consultants, to the custodian and to our accountants.  I can’t tell you how many times I’ve had to make sure that in the reporting to our trustees, the PRI deposits don’t get just lumped in with all the other cash on hand and are moved to the portfolio with the rest of the PRIs, so they can see the stability and the performance in the whole of the portfolio.  

There is a caution.  I think that so many of us can’t presume that we will be able to convince our trustees as an organization to adopt the sweeping embrace of socially related investments or mission-related investments as a part of the ethos of the organization.  We kind of have to take the trustees and our management consultants as we find them and do the most with the circumstances that are presented to us.

So that if some of us find – and we’ve always done it this way, this is way we’re going to do it, Bob.  And so you can do your thing, but we’re not going to try to change the terms of the conversation about the performance of the portfolio or the rebalancing conversation, other than what we’ve had. 

That’s what we’ve got to do.  Now fortunately, our trustees have great confidence in the staff and have allowed the staff to develop our recommendations to them.  And they have taken them, for the most part, on the face and they’ve approved almost everything that we’ve put in front of them without any changes or alterations.

We’ve worked hard to make sure that they understand the PRIs as an important piece of the whole of the portfolio.  It may be modest, but it could be grown.  In some ways, prompted by Luther’s continuum, we’ve tried to talk through within our shop and the investment strategies - the ability to use alternative investments, particular funds to funds that help to generate local economic activity in our community that is so important to maintaining, not just the help of the philanthropic community, but the community as a whole  - a way to ameliorate all sorts of social problems.  And we’re trying to also solve, through grant-making.

So I hope this is responsive to your question, but I think it’s really important for those of us advocating PRIs to take a real careful sense of the culture of the organization with which we are working.

Luther  Ragin:  The only thing that I would like to add to both comments, which I agree with, is that it’s a very fluid situation, as I think both comments recognize.  I think there is an important conversation that is taking place.  And part of it is a bit of a Catch-22.  The foundations will say we don’t do more of this because people who we rely on for investment management services and advice often do not present these opportunities or concepts for us to consider.

And then if you talk to the investment consultants, they will say that their clients don’t ask.  They profess to be client-driven and respond to client need and they don’t perceive a strong client demand at the present time.  To the extent that we begin to have these conversations with the investment consultants, their perception of client need and demand will begin to change.  We’ve certainly seen that with our own consultant and with others. 
Our counsel has always been to them – don’t take it in-house.  The investment consultant will say – if you want to handle that mission-related account or that PRI program in-house entirely, that’s fine.  They’ll just separate it and do basically what Pat said – focus on the other stuff.  But we want our investment reporting to be holistic.  And it’s a matter of creating an expectation that the investment consultant should and can provide that.  And it will take awhile, but they will get there.

Debra Schwartz:  Doug, I know that you want to move on, but I think it’s important to also have a different perspective because for some foundations, this is a conversation or journey that makes sense.  And as Bob said a minute ago, for some foundations, that is not just a route.  And I think it’s really important to underscore – you can get to a place as a foundation with a very significant and robust PRI program and not think of it as all as being part of your investment program.

You can think of it as a really powerful and distinctive form of grant-making.  And I can say that the trustees of our organization, which are enthusiastic about the $165 million that we have committed to PRIs, which is a substantial percentage of the foundation’s resources, they are enthusiastic about it because the conversations are driven by program and program efficacy.  And they see the kinds of impacts that they want to see from the grant-making as a whole.  And they see the way in which PRI thinking has infused and helped sharpen our grant-making as an institution.

So we do not engage in those kinds of conversations that you are hearing about now.  We do tap our finance people to help us make sure that we do good PRIs.  And it is a gateway that can work.  And I would just not want people to be discouraged in thinking that if they can’t move down the path of investment people that they can’t move down the PRI path at all because that is not the case.

Male Speaker:  To the question of risk return and management within a foundation and the use of consultants.  I do want to make this point.  At least for a local grant-maker or PRI-maker, the markets are so tactile and local that out-of-towners, oftentimes, will miss price points.  They will not understand the market underpinnings of an investment, like a local knowledgeable, long-experienced consultant will.

And so I will usually listen very carefully to someone who has got a lot of experience in the place about the soundness of an investment.  You can’t from 3,000 miles away just parachute in and understand the nuance of a local deal.

David Meuse:  I’m David Meuse and I’m with the Columbus Foundation, here with Doug Kridler.  And this has been a great conversation and we’re just starting to look at PRIs.  And what comes across to me as we talk about asset management and program, coming at it from a different point of view, from the program side, it seems to me that it depends on the type of foundation you are.

We are a fairly large foundation, but we have limited unrestricted dollars to give out.  So when we go to make an investment, our risk tolerance is probably going to be lower than it would be at MacArthur, where you are focusing on programs.  I love what you say, Debra, about what this can do to grant-making.  This is a door to the capital markets.  It’s a door to sustaining non-profits.  

To start a program like this, though, and I just want you to comment on this.  I liked your comments, Luther.  To me, it’s kind of a holistic approach.  I understand asset allocation, I understand the finance side.  I understand the program side to a certain extent.  I also understand that if you’re going to start a new program like this at a foundation, you better be pretty successful in the first two or three deals.

So we want to be fairly conservative in how we approach that.  So I’d like you all to talk about is when you first got into this, were you conservative when you approached those deals?  Because I think we can structure it.  I think we can get the program staff and the finance staff to work together.

Doug Stamm:  Vanilla.  I will just quickly say that when we got into it completely, we approached it from we want this to be in addition to our 5 percent, we want it to augment our grant program.  And so if we’re going to convince our trustees that this is part of our investment program, we better have successes.  They better have some rate of return, at least.  And so we went initially, and we’re going to talk a lot about deal flow, we went to, what we thought was a very logical group, and that was affordable housing.

And they were straightforward, they did require one outside consultant to help us analyze whether or not the deal was – basically a bank underwriter that had some familiarity with this.  We had an in-house CFO that could look at this.  Myself, despite what Pat says about the high cost of lawyer, I used to be a lawyer. And I don’t know how many financial experts that provide their services for free, either.  But it didn’t require a lot.  And they were, so far, we’ve had no defaults, knock on wood.

Pat Modugno:  Here’s an idea.  Not only vanilla, but highly secured vanilla.  I think the safest kind of an investment, especially for someone who is just testing the water, rather than to make loans are to make deposits that are with large, secure financial institutions that can also make loans to those institutions that you are trying to help with your deposits.

Oftentimes, we have structured loan deposits where we reduce the effective rate of loans to our grantees and we have very secure deposits.  Arguably, that can be done and styled in a way that keeps them under the Federal Deposit Insurance requirements and have the interest rates that we would otherwise recoup just go towards paying down the effective interest rate of the loan.  And then everybody is secure, or better off.  It’s a win, win, win situation all along.  And even the banks might be really pleased, because you are helping to make them both good and more secure because you are making the grantee much more able to repay the loan.

Male Speaker:  When you were talking about linking the PRI investment with TIPS.  That to me is kind of an asset allocation, financial function.  Does that make sense to do something like that?  Aren’t TIPS just part of the portfolio?  What you are saying is the PRI investments, you are considering part of the portfolio, so you are putting the TIPS alongside of them?

Pat Modugno:  No, in a perfect world, if we were putting on a PRI out of my grant budget, out of my 5 percent payout, I would match it with a TIPS out of my investment portfolio that I normally wouldn’t hold a TIPS anyway because it’s not going to carry its weight with the 5 percent payout.  But if I can blend it with a PRI and achieve a 5 percent return to meet the payout, and have the inflation kicker, it now makes more sense to me to have in a portfolio.

And then getting back to your earlier question in terms of where do you start with, our first PRI with the organization already had over $100 million in its endowments.  Every single one of our PRIs has gone to – and I was an ex-banker – what I would consider to be a highly credible credit risk.  They all have got fund balances.  They all have got a long track record.  They have a transaction that we can participate in that they otherwise would probably go out to a commercial bank and be able to borrow on an unsecured basis and pay a market rate.

And so we have never experienced a loan loss.  And we sit down with our accountants and we have no loan loss return that gets in at the portfolio.  And so we’re not taking a credit risk; we’re just taking a lower return.  Now that’s totally different than some that would take a credit risk and perhaps adjust the return to a higher return.  So ours is as risk free as I can see them and therefore there is not a problem from the standpoint of selling those to our trustees.

Debra Schwartz:  Two thoughts. One is intermediaries versus direct investees is a key risk mitigant for any PRI-maker. It also can be a way to really take a relatively small amount of money and see that it can get into the mix of a larger pool of resources.  So organizations that you will hear from over the course of the afternoon, many of them re-lend PRI capital and are able to take that money and blend it with other sources.  And then diversify what they do with that money across many, many transactions.  

And it also eliminates the need for a foundation to be an expert in childcare facilities lending, for example.  So I think that’s a key tool that we used from the beginning.  We liked it because it made sure that PRIs would be more successful, but also because it left behind then a universe of organizations that could service the needs of communities.

The other thing I would say is this is always a matter of perspective.  Because if your starting point is that a PRI would have been a grant to begin with, then your thinking about risk is different than if you are thinking about a PRI as something that would have been in your conventional investment portfolio to begin with.  So we do expect to take risks with PRIs because we think that that is what they exist to do.  

But it’s again this gray area of saying is it so risky that it is out of the box, impossible to imagine it succeeding.  Because then probably your program goals won’t be achieved, either.

John Townsend:  I’m John Townsend, and I’m a trustee of the Altman Foundation and head of the Finance Committee.  And I’m intrigued by this case that you all are making, the financial case, for PRIs.  
I actually never heard that before.  We just started doing PRIs at Altman and, in fact, we’re in the middle of our first one, which is a financing for a housing developer in New York, Common Ground.  And in making the case to our trustees, why we should be doing PRIs, we did not make a financial case.  
Had we done so, although it wasn’t particularly controversial, it would have been far less controversial.  In other words, had we been able to say there is a financial case here and here it is and here’s yet another reason why we should be doing them, any objections that there might have been would have fallen by the wayside.

I’m interested in this and I’m also very interested in knowing whether there have been any, either consultant or academic or securities firms studies of that particular issue.  That is, call it the pure financial case for PRIs.  And if there haven’t been, whether, let’s say, MacArthur and Ford might wish to fund one done, how about, by the Stanford Business School?  My first question is has anything really, in terms of the pure financial case for PRIs, been done?

Doug Stamm: And I guess your second point, in the spirit of collaboration, if that research was to be done, that you would help fund that as well, correct?

John Townsend:  We would do so spiritually, yes.  

Pat Modugno:  Let me explain how I finally got the point across to our board.  And I went into an audit committee meeting and I took certain selective pages from our 990 PF.  And I walked them through and showed them how it played on the asset side, how it played on the income side, and how we calculated the 5 percent payout did not include that asset that was showing up on the books.

And so when I got full buy-in from the audit committee, that they saw the financial benefits of having that PRI on the portfolio, the next time the program department came in, or the program staff to try and present at a board level, I already had full compliance from everyone on the audit committees who made up about a third of our board.  So they helped sell it to the other board members.  And said what a terrific winning situation it was because of the way in which it interplayed within. 

And so by getting consensus, one board member at a time, two board members at a time, or a committee at a time, I could do the exact same thing.  Although our investment committee doesn’t meet that regularly, we tend to do that as the entire board, meeting as a whole.  But I would suspect that if you had an investment committee and can show how that plays, as well as to an audit committee as to how it plays, and it sells itself just with the two or three pages out of the 990 PF as to how it flows.  

Here’s where the asset is.  Here’s where the income flows and here’s how the maturing or repaid PRI flows in, and then each of those components, how they interplay.  So if there is that little understanding, it’s a very quick sell and a quick buy-in.

Doug Stamm:  Any publications, any readings that you’d recommend?

Debra Schwartz:  I’m not aware that there has been.  And I guess I would strike a cautionary note to think about this.  You can see why it’s so important to have all these different perspectives and approaches, because every foundation is different.  And within your foundation, you might need a different way of talking about PRIs to reach a point of consensus and buy-in with program staff than you would with trustees.  And it might be different with members of your board who serve on an investment committee and those who don’t bring that kind of perspective to the table.

And so my cautionary note would be that there may be foundations for whom the financial case is the driver or the piece that opens the door.  But more often, I think it will be a mix of all of the things that you’ve heard here.  And at least in our own case, even though we have twenty years or a successful record of achieving programmatic results and good financial results from the standpoint of an instrument that is, by design, supposed to be a below market investment.  I mean, that is written into the nature of what a PRI is.

We have good solid support.  And, in fact, for example this fall when Katrina and Rita hit and devastated the Gulf Coast, our response is principally made up of providing ten year, zero percent PRIs.  Because we understood that to help rebuild housing in the region, PRIs would be a critical tool.  So we have good support for it, but the kind of conversation that Pat is describing is not one that would either add to or detract from our support for PRIs.  It just comes from a different place.

And I think the point about the size of the foundation staff, the division of labor is an important one.  If there’s not a close integration of investing and program work and a lot of interplay among those players, trying to bring a financial case forward to lead with could be challenging.

Doug Stamm:  One last comment by Luther, and then we are going to close up.

Luther  Ragin:  Just in response to your point, John.  I think there has been sensitivity around giving disproportionate weight to the financial rationale for a variety of reasons.  I’ve seen and read a number of analyses of the benefits of PRIs, some that include the asset management rationale.  But I haven’t really seen, to Debra’s point, one that is based entirely on that.  
It is a sensitive area but we are simply suggesting that the full spectrum of charitable distributions (grants and PRIs)  are worthy of consideration for a variety of reasons, programmatic as well as financial.

Male Speaker:  And I took certain selected pages from our 990 Portfolio.  And I walked them through and I showed them how it played on the asset side, how it played on the income side and how we calculated the 5 percent payout that did not include that asset that was showing up on the books.  And so when I got full buy-in from the audit committee that they saw the financial benefits of having that PRI on the portfolio, the next time that program department came in, the program staff, to try to present at a board level, I already had full compliance from everyone on the audit committees who made up about a third of our board.

So they helped sell it to the other board members and said what a terrific winning situation it was because of the way in which it interplayed.  And so by getting consensus, one board member at a time, two board members at a time or one committee at a time, I could do the exact same thing – although our investment committee doesn’t meet that regularly, you tend to do that as an entire board as you meet as a whole.

But I would suspect that if you had an investment committee and could show how that plays, as well as to an audit committee as to how it plays, and it sells itself just with the two or three pages out of the 990 PF as to how it flows.  Here is where the asset is, here is where the income flows and here’s how the maturing or repaid PRI flows in, and then each of those components, how they interplay.  And so if there is that little understanding, it is a very quick sell and a quick buy-in.

Doug Stamm:  Debra, any publications, any readings that you would recommend?

Debra Schwartz:  I’m not aware of any.  And I would strike a cautionary note and think about – you can see why it’s so important to have all of these different perspectives and approaches, because every foundation is different.  And within your foundation, you might need a different way of talking about PRIs to reach a point of consensus and buy-in with program staff than you would with trustees.  And it might be different with members of your board that serve on an investment committee than those who do not bring that kind of perspective to the table.

And so my cautionary note would be that there may be foundations for whom the financial case is the driver or the piece that opens the door.  But more often, I think it will be a mix of all the things that you’ve heard here.  And at least in our own case, even though we have twenty years of a successful record of achieving programmatic results and good financial results from the standpoint of an instrument that is, by design, supposed to be a below market investment.  I mean, that is written into the nature of what a PRI is. 

 We have good, solid support.  And, in fact, for example, this fall when Katrina and Rita hit and devastated the Gulf coast, our response is principally made up of providing ten year, zero percent PRIs.  Because we understood to help rebuild housing in that region, PRIs would be a critical tool.  So we have good support for it, but the kind of conversation that Pat is describing is not one that would either add to or detract from our support for PRIs.  It just comes from a different place. 

And I think the point about the size of the foundation staff, the division of labor is an important one.  If there is not a close integration of investing and program work, and a lot of interplay among those players, trying to bring a financial case forward to lead with could be challenging.

Doug Stamm:  So there are different approaches, different ways of convincing your trustees and your key management why PRIs should be utilized by your organization.  One thing that we didn’t talk about, but we did yesterday, is Debra made a very good case as to why this is good for PRI recipients, or what we would traditionally categorize as grantees.  And that’s a whole other piece.  

So if you missed that preconference training yesterday, make sure that you pick up that piece.  Because at least for us, the deal flow from the other side – we have the trustees on our staff on board, and now it’s just convincing the non-profits that this is really useful for them.  So you may be coming from this a little more intimidated, a little more invigorated.  You are certainly better educated.  And I want to give our panel a wonderful round of applause.  
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