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Jeff Clarke:  Welcome to the Jeff and Christa show.  How is everybody doing?  It’s been a long couple days.  Everybody doing alright?  How have the sessions been?  Good.  Well, happy to hear that.  I’m Jeff Clarke and I’m the Deputy Administrative Officer with the Rasmuson Foundation in Anchorage.  And this is Christa Velasquez, and she is the Director of Social Investment with Annie E. Casey Foundation in Baltimore.  

We are both on the steering committee with the PRI Makers Network.  And when we were going through the planning process for the conference, there was shared commitment by everybody on the steering committee that this conference had to be relevant to all attendees.  And we’ve tried to structure the sessions, beginning with yesterday’s PRI 101 day and following through today’s session into tomorrow.  Try to structure it so that this is truly an accessible agenda for everybody.

And I guess I would just like a show of hands to find out how many people feel as though the agenda, the curriculum has been structured in a way that meets their needs?  And for those of you who are beginning the process of becoming PRI makers or just dipped your toe into the water, so to speak, how do you feel about the conference to date?  I will pick on Joanne here – how are you feeling, Joanne?

Female Speaker:  Every session I’ve been in, I’ve learned a lot.

Jeff Clarke:  Anybody else who is just beginning?  How are you feeling about it?  

Male Speaker:  Good.

Female Speaker:  We’re a small foundation, and I think it’s been very helpful.  I guess one suggestion that I have is that it would be useful to have more of a small foundation perspective in the content.  

Jeff Clarke:  Anybody else? We’ve got about 30 minutes before we are going to go down to the other end of the facility for our long-awaited reception, hard earned reception.  And if you looked at your agenda, the title of this 30 minutes is really reflections on becoming a PRI funder.  And the Rasmuson Foundation, we were fortunate to be one of the founding members of the PRI Network.  But the interesting thing about is that we are the least experienced PRI maker.  In fact, when we hooked up in Pittsburgh two years ago, we had yet to make a PRI.  And, in fact, we were working quite furiously to try to understand the language of the PRIs.

And so the steering committee felt like it might be valuable for me to share our experience at the Rasmuson Foundation about the road that we’ve taken to be a PRI funder.  So I thought if you are willing, I will share a couple of comments about what it has meant to us, and with the emphasis on becoming a PRI funder because we, by no means, are experienced in this.  And like you, learned a great deal here already this week.

Luther spoke this morning about intelligent design versus evolution.  And one would hope that given all the cumulative knowledge that exists here already in the network, the best practices that have been spun up and the collaborative expertise of everyone that is here, that our process at the Rasmuson Foundation would be characterized by an intelligent design.

But what I can tell you is that it’s been anything but that.  It’s been more, as Luther suggested this morning, it’s been more process of hard-thought evolution.  And let me explain briefly what I mean by that.  We celebrated our 50th anniversary in 2005, and for 47 years, the Rasmuson Foundation was a very small private family foundation.  So you can imagine, we didn’t have a staff and the board got together, the family got together once a year and opened envelopes up and said yes, no, and then mailed a few checks.

And then in 2000, our donor, Elmer Rasmuson, passed away and it began a journey of the Rasmuson Foundation transitioning from a very small, what I think was in 2000 was an $8 million foundation to roughly $540 million in assets.  So as you might imagine, we’ve been going through all of those dynamics associated with pretty rapid growth.

And I was struck at lunch by Jed’s comment about organizations that regard themselves first and foremost as grant-makers, and how that really sets the stage for your process in terms of evolving, to becoming a PRI maker.  Because when we transition our board, despite the fact that they had 100 years in banking, commercial banking and investment banking, didn’t make the connection between PRIs and being a more effective agent for social change.

So the staff embarked on this campaign in 2002 because we knew that there was no way that we could be as effective as we needed to be unless we became fluent in the practice of PRI making.  And so the question was, knowing that our board hadn’t made the transition from being a very small grant-maker to suddenly being a very large grant-maker, how were we going to move the board from where they were, and where we were culturally, to being able to be effective PRI makers.

So here are kind of the things that we’ve done from a process perspective. And I’ve broken them down into three main areas, three tasks.  One is organizational readiness, and that is where I go back to what Jed said at lunch today.  He talked about one of the ways that you can really undermine the process is to think of yourselves only as grant-makers.  And the Rasmuson Foundation, we fell squarely in that quadrant.  And, in fact, I’m not sure that we are out of it yet.

Number two, so you’ve got the whole organizational readiness process.  How do you get from where you are today to where you need to be to do this well?  That is really a cultural change management issue.  And second is the infrastructure ability, and that is much more linear – it’s a block and tackle thing.  There are a lot of best practices, as you know, you know what the rules and regs are.  And you can start doing that independent of making that cultural change.

And then finally, number three, is collaboration.  And it’s that commitment to collaborating that has allowed us the opportunity to participate with our much more experienced peers here on the PRI network.  I want to tell you, just walk you through the steps that we’ve gone through over three years and let you know that it was December of this year when we made our first successful PRI.  So here’s what we’ve been through to get to, between January of 2002 and December of 2005.

When we realized that we needed to become effective PRI-makers, the first thing we did was go out and get our hands on everything that had been written to date about PRIs.  And we sat down as a staff and we read it.  And then what we did was we took the learnings from those readings and we started applying them to our grant flow.  In other words, we’re heavy funders of capital projects.  And we started looking at every one of our applications and saying – could or should this be a candidate for a PRI?  And, in fact, when we just start asking that simple question, we were finding that a substantial number of opportunities that we had always regarded as traditional grant-making opportunities would, in fact, be better served by a PRI structure.  

And so when we started asking that question, that’s how we started to educate the staff about what PRIs are and what kinds of opportunities would look like.  At the same time, we began presenting educational briefs to our board.  And again, remember that our board, the family built a bank over 100 years and they were very experienced in lending, very experienced in investing.  

Half of them had worked on Wall Street in investment banking, had come home to Alaska to run the bank.  But even though we presented these educational briefs, we were not able to find the sweet spot where they would say – yes, this is something that we should do.  They pretty much blew us off for two and a half years, so we thought we had it all lined up.  

How do you get a better board with better real life experience?  And yet they were not embracing the concept of PRI, because they felt that, a) we just spent 100 years doing this.  We got out of the loan business, and we don’t want to get back in.  So that was our first foray into trying to sell the board.

The next thing that we did was, we connected with the leading technical assistance provider to begin framing the questions that we as a staff would have to consider in order to begin building a PRI program.  And so how do we find this technical assistance provider?  Well, we read a book and I went to the council and foundations down in Dallas, got on a bus, and this person sat down beside me, and I said, “Hi, who are you?”  And she said this is who she was, and I said, “I just read your book; I’m going to give you a call next week.”  So that’s how that relationship got started.

And it was through our working with her that she networked us into the Pittsburgh meeting that occurred in 2003 – hard to believe that it’s been that long.  And that’s where we got to sit at the table with Annie E. Casey and Ford and MacArthur and Heron and Meyer, Prudential – all the funders who comprise the steering committee.  And I guess I would liken that to being willing to just plunge into the deep end of the pool because we were, quite obviously, the least experienced and the least fluent in PRIs.

Male Speaker:  But the most enthusiastic?

Jeff Clarke:  Well, we are still here.

Female Speaker:  And you’ve made a PRI.

Jeff Clarke:  Yes, and we’ve gone beyond, as our friend at the Altman Foundation said today – we’ve gone beyond the spiritual support of funding, and we are funding the PRI-makers network.  But I really do think that being able to participate at the steering committee level with this group has made a tremendous difference in how we are approaching PRIs.  And I don’t know about everybody here, but just what the conversations that we’ve had week to date, have taken it to a whole different level for us.  And I’m now trying to figure out how am I going to frame some of the things that Jed was talking about today.  How do I do that with my board where we’ve just got them to the point where they are comfortable with a single PRI.  We’ll work on that one over time.

So we were networked into this and we’ve been participants in the PRI network.  And then we began proposing plain vanilla PRIs to our board.  And they did actually pass, approved two plain vanilla PRIs between 2003 and 2004, both of which were more bridge loans to acquire property upon which facilities would be built.  But both of those deals, the buyers and sellers couldn’t arrive at terms, ultimately, and they fell through.

So every time we thought that we were getting some traction programmatically, it didn’t happen.  The other thing that we did simultaneously was to continue working with our external consultant to formalize a set of policies and procedures.  For us, it wasn’t a question of if; it was a question of when.  When our board approved or endorsed PRIs, we wanted to be ready to get going.  So about 15 months ago, we began that process and that’s done.  We continued to advance educational briefs in Canada, PRIs to the board.  And then in November, we were fortunate enough to be able to lure Luther Ragin telephonically to present at our board meeting.  

And that coincided with another really great opportunity for PRI.  And I think the combination of Luther’s presentation, much of what you saw today, in combination with this specific opportunity, turned the light bulb on.  And our board actually became very engaged and they dusted off their commercial banking and investment banking expertise and started asking some really great questions.  And by the end of the meeting, it was a done deal.  

So what I’m saying is we were fortunate to tap the network and bring in some of the folks who are knowledge experts.  And I think that really was a transition point for our board.  And then finally, as an outcome of the work that we did in November, we formalized a PRI committee in our board committee structure.  And we used it simultaneously to integrate two new board members, who are the first fourth generation family members to come on to the board.  

So we now have three different generations of different family members on the board.  The two that were just brought on to the board are fourth generation.  And the fourth generation member that we chose to chair this committee is an investment banker and lawyer by trade.  And he also is an investment advisor to the foundation.

So our ulterior motive here is to start bridging the gap between our investment team and our program staff.  And I guess, in closing, there was a saying in philanthropy that says if you’ve seen one foundation, you’ve seen one foundation.  And over the past two days, I’ve really been struck by the inherent variety evidenced in organizational approaches, the different flavors of PRI activity, the range of projects and the types of recipients.  I mean, it’s just remarkable, the work that is being done.

And the key takeaway for me as a beginning PRI maker is that context matters.  What I mean by that is who you are culturally will heavily influence your process and timeline for becoming an effective PRI maker, and equally importantly, where you work.  In other words, we fund only in Alaska and I know there are other folks who have similar restrictions, geographic restrictions or programmatic restrictions.  Where you work and who you work with will impact your process.  And I think it is truly a dynamic, rather than a linear process.  But I do believe, as Frank DeGiovanni observed last night, that ultimately it’s a question of will.  So that’s our journey, and thanks.

Christa Velasquez:  We’ve had a different evolution at the Casey Foundation.  My boss is actually in the room, so if there is anything that predates my tenure at Casey, I will ask him to jump in, and didn’t have to do the piece about really selling the trustees on making social investment or program-related investments.  In fact, our board of trustees authorized an allocation to make social investments in 1998.  We made our first PRI in 2002.  We made our second PRI in 2004.  And since then, we now have nine PRIs, either closed or committed, in our portfolio, in addition to about 15 social deposits.

So we were a little slow going, but we definitely have made a lot of progress in the last few years.  I am thinking of the three issues that you listed – readiness, infrastructure and collaboration.  You are right – they are definitely dynamic things.  Because I think in some ways, we had readiness at our foundation, at least on the senior leadership level and the trustee level.  

I think that some of the readiness that hasn’t been there, that we have had to do a lot of work on education on, is actually at the staff level.  Getting folks to understand what this tool is – I do lots of presentation, like the fundamentals session that you all had.  And explaining both to our program staff, as well as to a number of our grantee partners in the community that we work in, what exactly is a PRI and why would a foundation want to make PRIs when you could just give them the money?  And why an organization should want to be a PRI recipient.

And that’s an ongoing process.  We’ve been doing it for many years, and I still get people that say – what is this?  Or PRIs are loans, right?  Or explain to me what is equity.  So there’s definitely ongoing education that we do at all levels of the foundation to continue to build that readiness.  I think that’s one thing that will never go away.  Infrastructure is something that I’ve been working on very hard in the last year.  

We made our first PRI in 2002 and we were only starting to have some kind of an established operating policies and guidelines.  So we kind of acted first and then tried to figure out how to develop the plan and the policies to fit around that.  It’s exciting when you work at an organization that is ready to jump in and do something, and do something in a big way.  

Our first PRI was a $5 million equity investment in a limited partnership.  So that is starting out with a big splash.  And we’ve had to do a lot of work in developing our policies and procedures.  One of the first things that we did that helped with the education and I think it also helps with buy-in internally is establish a social investment committee.  It functions at our foundation as more of an advisory role.  It’s made up primarily of program staff at the director level and some administration staff.  And also members of our direct services unit, which actually provides direct services to foster children and their families.

We meet monthly, or almost monthly and do kind of a two-stage process.  We come in and say here’s an idea, we’re going to present it to you, at concept, early stage. What do you think?  How does this fit with our policies and procedures?  Comments, programmatically?  Are there issues that you would be concerned about?  And then start the conversation with them then and then go off and do the underwriting and bring back the investment recommendation afterwards.

And I think having this committee in place has been really great because these are folks that have never heard of a PRI.  And just comparing the first meeting that we had with some of our recent meetings, and how engaged they are and how informed they are, and how they really are guiding the development of our program, has just been tremendous.  So I think that’s one thing that I would encourage all of you to do, something that you did, is to create some kind of committee to help support and spread the word about these tools, not only internally among your staff, but also externally among your partners and potential investees out in the field.

Collaboration has been a real key piece of the work that we do at the Casey Foundation.  For those of you who were in the fundamentals session the other day, I mentioned that the Casey Foundation actually has a policy that we will not be a sole investor in any deal that we do, that we require co-investment.  We like to say that we wouldn’t be any more than 20 or 25 percent of any particular pool.  We sometimes push up against that and are a larger member of a deal, but we’re always looking for co-investment.  

And again, that means educating, reaching out to all of you.  We are always looking for co-investors in our deals.  I’m sure we’ve knocked on your door or called you about a particular project.  But again, we’re doing lots of educating of foundations that haven’t done this before.  So the example that I shared with you all in the fundamentals session about the Baltimore fund, was or first PRI.  

We had fourteen other co-investors, and I think of those – so there were 13 foundations that invested.  And I think only a handful, three or four foundations, had made PRIs before.  So we were reaching out to brand new to PRI foundations to get them excited about using this too.  So our program is definitely growing and evolving.  

It is a dynamic process.  Nothing has been linear, which is, to my – I don’t want to say annoyance, but I’m a very linear process person.  And so kind of doing this iteration and developing policies and procedures, and now we are in the process now of going back and refining them and saying – okay, we’ve done this for a couple of years.  What has changed, what was reality.  What things were we completely wrong on our plans or our assumptions, and how can we change and adapt to more responsive to the program officers and making really good investments that make an impact on our communities.

So I think I’m going to end there.  You guys are just sitting there, staring at us.  It would be really good if we opened it up and had more of a conversation.  What are the key issues?  Is it convincing your trustees, which is something that you might be able to help more than we could, because that wasn’t one of our issues.  Are there any other big – how to staff it?  What are the big burning questions that folks who haven’t made a PRI or perhaps only made a few PRIs really want to talk about, or really want to learn that you haven’t learned yet?

Male Speaker:  How should we be thinking about costs – costs in terms of staff time, trustee time, out of pocket costs, due diligence, legal opinions, etc.?
Jeff Clarke:  I will take just a quick stab here.  Your tablemate is Pat, and he might have a few comments about that.   You know, at Rasmuson Foundation, our first PRI is really technically a recoverable grant.  And, as I said I the session earlier, we didn’t go through the legal opinion process because we didn’t feel it was necessary. So our transaction cost and we basically paid back on our grant, traditional grant process with a grant agreement as a zero percent, 15 year loan.

And so our transaction cost, as Pat said, in this case were zero.  But we have heard of a lot more complex transactions – and I can tell you that we are considering another PRI where we did go out and get legal opinions and consulting help on the structuring of the deal and all of that.  And the transaction costs amounted quickly.  

Christa Velasquez:  I think there are things that you can do when you design your program that can reduce costs.  For example, wholesaling through an intermediary versus retailing is one way to reduce your costs, because you will have fewer transactions, certainly, setting it up as a recoverable grant as opposed to drawing up legal documents.  

We do use an outside attorney.  They drew up the template for our first PRI that we use for every deal that we do.  We sort of had our standard documentation that we paid for up front, but then are able to use it for just about every deal, as long as they are somewhat similar in structure.  We do get opinions for almost all of our PRIs, but many other foundations don’t.  And actually, our attorneys even came to us one time and said that we don’t need one for this particular deal.  This other one that we were thinking about, yes, we did.  

You could also, the Calvert Foundation has some turn key investment that you could put your money in in that way.  So I think there are options and ranges.  I think the foundations in this room really run the gamut from very low cost – I mean, I wouldn’t say zero transaction costs because of all of your staff time and sweat, to some quite costly investments.  

Types of investments you make – for example, this Baltimore fund deal that we did had very large legal costs, over $300,000.  And so if you’re going to be making these big complex deals, you’re going to have bigger bills.  So that is also something to keep in mind as well.

Christa Velasquez:  The PRI Makers Network shares documentation online through www.primakers.net so that foundations could basically borrow legal documents and use them.
Ricardo Castro:  Hi, I’m General Counsel at the Open Society Institute.  And I’ve heard some comments and obviously I’m biased because I’m a lawyer.  But I’ve heard some comments that I find a little bit worrying because I don’t think that we should treat so lightly the need for a reasoned opinion of counsel in many cases.  I think there are obviously very easy cases where you could take the position that not needed.  

But I would really caution you to be very careful about being so flip about not having reasoned opinions of counsel.  Because PRIs are an area that many auditors of the IRS don’t even understand.  So having a reasoned opinion of counsel essentially provides you with a safe harbor.  Which if I were a trustee of a foundation or a foundation manager, I would very much want to have that safe harbor.  So that’s one point.

The second point I would make is that if you are thinking of engaging in program-related investments on any scale, like developing a program for program-related investments, you might consider getting a private letter ruling from the IRS up front to [indiscernible] a program as opposed to a transaction.  We did this with one of ours, the Economic Services Development Fund, and much to our delight and I’ve seen it happen since, they issued a private letter ruling that blessed our program.

So to the extent that we do transactions that we feel internally fall within that private letter ruling, we just issue a memo that says that it falls within the private letter ruling and we don’t have any outside counsel piece associated with that.  Of course, it’s going to cost you some money to request a private letter ruling of the IRS up front.  But if you’re going to be doing this as some sort of concerted program, it might be a worthwhile investment.

Female Speaker:  So say a nonprofit goes to a foundation and asks for a grant.  The foundation has come back to the non-profit and said – how about a PRI instead?  And so how do you convince your grantee that this is something that they want to do?

Christa Velasquez:  It’s a very good question.  I think that grantees would be really dismayed when they go back to their shop and go – they want us to take a loan instead of giving us a grant?  There are actually a number of reasons why a grantee or an organization soliciting a grant would or should, I would think, prefer a PRI over a grant.  And I think we’ve talked about all of them here yesterday or today.

They tend to be larger because of the transaction costs that we’ve discussed.  PRIs typically tend to be larger than average grants.  At the Casey Foundation, our average grant is about $75,000 and our typical PRI is probably about half a million to a million dollars.  So there is the increased size of the money that they could get.  It also helps them – I think this is a really good reason, but they may not, at the time, think it’s a good reason.

It helps them think more long-term and have that financial discipline that perhaps the organization didn’t have or take quite as seriously.  Someone today, I can’t remember who it was, said it makes the organization think not only about their income statement, but also about their balance sheet.  How are they going to repay a PRI in three years or five years or ten years and still keep their operations going?

It makes – it helps an organization build their credit history.  Oftentimes you will have a PRI recipient who doesn’t have a banking relationship or cannot access the capital on good terms or reasonable terms.  So you are helping them by making a loan and when they repay it, hopefully they will be able to graduate to mainstream financing the next time.  So I think those are all reasons that you should be promoting to organizations to say a PRI is a good thing.  Are there any other thoughts or additions to that list?

Male Speaker:  I would just say that this has come up a few times.  That all of the PRIs that we have made, whether they be guarantees or loans, that idea came from the grantee.  We didn’t force on them or suggest nothing.  They came to us and said could you guarantee this $10 million conservation easement?  

Okay, let’s look at a number.  So rather than being sort of proactive, this is the one case that we felt I’m going to be reactive.  When we make a grant, we see that there is a capacity and general operation grant and we’ll suggest that, but we won’t force it, so the issue of legal – just one quick thing.  We get as much as $80,000 for that conservation guarantee.  

But I think it was, in my opinion, money ell spent.  First of all, it goes towards the 5 percent pay, we know that, if you’re concerned about financials.  I’m the CFO and I’m really not that concerned.  I’m more concerned about mission.

The other part of that, though, is that $80,000 in legal fees bought this $10 million deal that was then structured so that two other properties would voluntarily put conservation easements on their property.  So this 4,000 acre piece of property with the $10 million easement helped to build 14,000 acres.  So I just wanted to tie those two thoughts together and say it’s not all about the cost.  There are a ton of different way to do these things, both proactive and reactive.  

Jeff Clarke:  Is everybody getting ready for the organic wine, the organic reception?  I guess I would just follow-up with a single comment, which is if we are at all perceived being Bode Miller-like in our disregard for the importance of a legal opinion, totally we’re big believers in legal opinions and private letter rulings.  So didn’t mean to – I want to head this one off before I am booted off the Olympic team.  

But what I would say is that this session, and thank you for being so patient.  It really is kind of the reality TV session of the conference.  And next year, Kim said that it’s going to be called the Dark Confessions of PRI Makers.  And that Dr. Phil would be moderating.  So we have something to look forward to next year right before the organic reception.  So thank you.
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