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Jackie Khor:  Hello, everybody.  This panel is entitled “Program Related Investments as a Bridge to the Capital Markets.”  The common themes that we are going to be reiterating in this panel are personified in the panel participants this afternoon: innovation, leverage and scale.  And more specifically, how do program-related investments create systemic change by a leveraging or bridging to capitalism, actually, potentially.  Here are examples of the types of products, the types of institutions that currently exist.  They have a track record that either have scale or have the potential to create significant scale in terms of, not only aggregating investment dollars and putting them to work in underserved areas, in this country and globally.  But also in terms of potential social outcomes in terms of improving access to jobs, improving access to affordable housing, improving access to credit. 

Let me first begin by introducing the panelists as they will appear. The first is a former local guy, Jed Emerson, and I’m sure that many of you know him.  He was a former fellow here at Stanford, and also at the Hewlett Foundation.  He was a co-founder of the Roberts Enterprise Development Fund.  Before that, he was an Executive Director of the Larkin Street Youth Center.  He is currently a senior fellow with Generation Investment Management in London.  

He was twice elected by the Non-Profit Times as one of the 50 most influential people.  Needless to say, he’s a thought leader in the sphere of blended-value investing.  And then after Jed, Frank Altman is the President and CEO of the Community Reinvestment Fund (CRF).  Frank co-founded the CRF about 18 years ago.  It is a pioneer and a leader in the development of a secondary market for community development, affordable housing loans and small business loans all over the United States.

Prior to founding CRF, Frank served as the Assistant Commissioner for Financial Management at the Minnesota Department of Energy and Economic Development. He was recently recognized by Inc. as being one of the leading entrepreneurs of 2004.  
And the third panelist will be Shari Berenbach from the Calvert Social Investment Foundation.  Calvert is a ten-year old institution, an intermediary between non-profit sector and the capital markets through the issuance of its Calvert Community Investment notes.  Shari brings more than two decades – although you wouldn’t be able to tell it from looking at her – more than two decades of experience spanning micro credit and innovative approaches to social finance.  Prior to joining Calvert, she had a career on Wall Street with Salomon Brothers and then with the IFC in Washington, D.C.  We are going to start with Jed.

Jed Emerson:  So, let me be the first to observe that while the foundation community has a long way to go to achieve full diversity in terms of race and gender, our panel is doing everything we can to advance diversity in terms of neckwear!. I just wanted to point that out....

We had a conference call the other day to talk about what we wanted to do with our time. And the initial idea was that I would do a keynote kind of shtick and then they would do observational commentary and give specific examples and things like that.

And as we were talking about it, we realized that the best part about bringing folks together for this type of conversation is to actually have a conversation.  So what we’ve decided we’re going to do is try to really kind of truncate our various schpiels and get really back into the conversation that we were starting to have this morning with specific issues and questions and debates around various aspects of this work, so that we can really make the most of this time that we have together today.

This is an especially difficult challenge for me.  Those of you who know me know that I’m unnaturally excited about this topic!  And so every one of the different issues, and the idea that was kind of raised up earlier – I would really love to drill down into it and give you my perspective on it, and all of this kind of stuff.  I’m actually going to try to go the other way and pick up on something that Frank DeGiovanni teed up for us last night, which is when I asked him at dinner, what he saw as the primary barriers to advancing this whole area of practice, he didn’t say a lack of capital, he didn’t say we don’t know what we’re doing.  
He said it’s a question of will.  
And to my mind, in order to really drive forward the agenda that we’re talking about here in terms of trying to maximize the impact of any of our lives and the assets that we have available to us, a complement to the idea of a will is that we have to have a vision.  And we have to have a bigger and a better vision than the one that I feel most foundations currently operate within.

As you can tell, we’re going to leave the niceties of philanthropy and go right into the critique!  The problem I have with philanthropy is that most people think of themselves as grant-makers.  And if you think of yourself as a grant-maker, the tools that you have available to you to advance the mission of your institution are pretty much limited to making grants.  And the reason that’s a problem for me is that if you look at the capital flows in the non-profit sector, grants represent somewhere between two or three percent of the actual capital flows in that space.

In the ‘90s, we kind of had this convergence in terms of our understanding of what it takes to help families move out of poverty.  We kind of shifted from an orientation toward welfare and financial relief to one that said – yes, you need to have money, because we figured out after 30 years of policy and programs, that “the problem” with poor people is that they don’t have any money! But almost more importantly or equally important is that people need to be able to build assets.  
Right?  They need to be able to build personal financial assets and they need to be able to build personal assets in the form of skills and approaches.  And in the same way that I would hope we would all agree that you can’t really spend your way out of poverty, I think the idea that you can grant your way to success is equally flawed.  

The other part of this is from just a straight business proposition idea. If you think about it, what kind of a business venture would you want to invest in?  If somebody came to you and said – “Okay, for every dollar you give us, we’re going to take a nickel and put that toward our business model. And we’re going to take 95 percent and take it off the table.”  Okay?  You wouldn’t go anywhere near that business.  And yet, that is our business.

We are basically taking 5 percent of our potential assets to drive 100 percent of our institutional mission and we’re leaving 95 percent of our assets, at best, neutral to that mission.  And I would argue that, in many cases, we’re actually investing in the creation of the destruction that we’re trying to address through our piddly 5 percent payout.  So while I appreciate all of the discussion around how do you manage payout and should it be this much or that much.  And how do you structure assets to make sure that the payout gets to this or that level, well, the problem is not the payout, okay?  It just isn’t.  The problem is we are under-performing relative to the broad assets that we have available to us to advance to this cause.  Now I think that again, maybe there was a time where we could just kind of say – well, it’s okay.  We can experiment with this and we can allow philanthropy to kind of slide over here or slide over there.  Go from venture philanthropy to strategic philanthropy to whatever philanthropy, right?

My problem is, we’re running out of time.  I mean, today, by the time we go to bed, another 25,000 kids are going to die from disease that is preventable by the age of four.  We’re still in a situation – what is it, where a third of the women in the United States can expect to be the victims of physical abuse by the time they are 40?  
We’re looking at a time where today, polar bears are, number one, starving to death and number two, they are falling through the damn ice.  I mean, things are starting to fall apart here.  And I don’t really think that a 5 percent payout is the issue that we should be focused on.  
So my whole thing, just one theme that I would kind of lift up from this morning’s conversation is that we have got to develop and then execute, number one, a vision that is more holistic and that seeks to really draw upon every single damn thing we can throw at this stuff.  And, number two, effective grant making is important, but it’s just not enough.  Because what we’ve done is we’ve basically bought into this whole idea of the bifurcation of value, right?  That you can actually engage in it– you can rip it apart.  That you can, as a business person, participate in rape, pillage and philanthropy and that somehow that is okay.  
And what I’m arguing is that, in fact, while this is the way the world is structured – you’ve got, at this end, grants and foundations and non-profits and they are creating social value.  And at that end, you’ve got investment banking houses and mutual funds and market rate investing, and that creates economic value.  
And we’ve created a whole set of institutions along that investment plane, if you will, ranging from the one to the other.  And my whole life has been spent there.  It’s a great life, but the fact is, value is not a separation of these two elements.  Value is found in the upper quadrant there because it’s fundamentally whole – it’s not indivisible.  

We create these strategies that are predicated on the idea that you can bifurcate value...and that’s just wrong, right?  If you listen to the conversations today, everything that people are talking about here is how do you drive financial performance and understand the maximization of social and environmental value at the same time?  Right?  Everybody understands intuitively that that is the task.  And yet we start the conversation by framing ourselves in the legal confines that we’ve created based on this artificial bifurcation of value.  
It makes no sense.  
In order for us to advance forward, we have to have a vision of what the assets are that goes well beyond this idea that you make grants here and you make investments over there.  It’s all capital, it’s all assets, it’s all asset management strategies.  We have to be engaged in total foundation asset management.  
Now the other thing I’d say is that, again, I’m slamming all this stuff into these very small things and I’ve got a whole bunch of different papers at www.blendedvalue.org that you can download – on foundation asset management and blended assets – all kinds of stuff.  
You’ve got to work your way through this.  But I think the main thing you need to understand is that our financial assets are much more than grants.  And that those assets are put into play wrapped in a whole set of non-financial assets that all of our institutions have and that the groups that we’re putting money into are also leveraging.  So this idea that it’s either economic or social just doesn’t make sense.

If we just focus on the financial asset or the financial tools, I would argue that we have, again, that spectrum that Luther put up earlier.  And that we need to really think about.  How can we draw from and leverage each one of these instruments in a more concerted, unified investment way?  And as Luther was talking about it, there are implications in terms of risk return across that spectrum.  But the fact is, we need to pull from everything we can and put it into play.  
Now, I’m not saying that everyone should engage in socially responsible investing.  I’m not saying even that everyone should do PRIs.  As with any investment strategy, your actual experience and investment strategy will differ from others based on your investment objectives.  What I am saying is that we need to be strategic.  We need to be intentional.  And we need to understand the options and the opportunities that are out there.

Just as one quick example, I’m sure everyone here has their own examples, but I was talking to Sarah Horowitz the other day...Sarah is a MacArthur Genius Fellow Awardee.  She basically decided that one of the biggest cross-cutting challenges is health insurance for this country, kind of a no-brainer.  But she said that what we should do is offer people portable health insurance.  And if we just have that as a strategy to offer employees in the United States, that will have an effect in terms of cultural arts programs, non-profits, high tech industry – across the board.

Sarah created Working Today.  And these folks, as a non-profit, had revenues of $38 million last year.  They pretty much know what they are doing at this point.  They’ve been working at this business strategy for about ten years and the folks that they’re bringing into the insurance pool are, 46 percent are uninsured, 18 percent had intermittent access to insurance, 30 percent are low-income.  They are at a point now where they are creating a for-profit play off their non-profit institution.  
Again, this is a much longer conversation and you’ll have to have it with her.  But the thing that I love is that in this one deal, she’s offering investors the opportunity to participate at a PRI level at like one to three percent.  If that’s what your comfort level is and you like this idea, you can go to bed with them at that level and you can play that game.  They also have economically targeted investments that are going to be doing about six percent. And if you want to do more of a social venture, capital private equity play, you can do that there, too.  

And I guess the point is, so many of the things that we are doing, we approach it with the idea initially of how do we make a grant?  Do you fall within that program category of a grant-maker?  When, in fact, the issue should be – gosh, what are the different ways that we could actually move capital and equity into this deal and how do we think about that?  And I think the way we need to think about it is as a unified investment strategy.  So that when we think about the grants that we are putting out into play, we understand that each of these types of grants have different risk return ratios, as well in terms of the social value we are creating.

And that the way we manage our corpus—and , again, the specifics up there are going to look different for different investors—But the idea is that we understand the totality of what it is that we are driving into the market and our ability to really leverage capital to advance, not only financial performance, but social and environmental value and impacts.  
And finally I think that, again, going back to Luther – I mean Heron is a really great example of what I’m describing.  When you pull up their annual report, they don’t have a report on financial performance of their corpus and then some list of grants that they awarded.  They present a unified graphic that shows within it the grant-making practices and execution, the mainstream corpus and the value that it generated over this time period through their grants and their market-related investments and their PRIs.  All their assets are a part of the single value proposition that this institution is advancing.

So I think as we go to Frank and Shari, what we’re talking about are different ways that we can look at new instruments and really building upon old instruments. But doing it in a unified approach to asset management in order to maximize the full value we have the potential to do, and not simply our grant-making capacity.  

Frank Altman:  I have to talk fast, so I have to get through this and try to explain what I think is a pretty complicated topic in the CRA (Community Reinvestment Act) world for banks.  They get rewarded for investing in complex and innovative strategies, so here we go.

I want to talk today about how the Community Reinvestment Fund uses PRIs.  And PRIs are just one piece of a puzzle of capital that we put together.  We use it for leverage, we were using them to build scale and we’re using them, most importantly, to help our lending partners create impacts because that’s really the reason we’re all in business. 

Let me tell you a little bit about who we are.  We are a national non-profit organization.  We are actually technically a 501(c)(3) organization.  We support a class of beneficiaries, including other non-profits and governmental lenders.  So we are not out in the world buying the loans originating from banks for for-profit agencies.  We’re really trying to help non-depository institutions, community development corporations (CDCs), community development financial institutions (CDFIs) and others get access to the capital markets.

We buy economic development and affordable housing loans.  And this is actually quite a range of loan assets, because every organization is focusing its unique needs in a particular neighborhood, community or city.  And then we buy and pool these loans from organizations so they can make more loans.  
Now I’ll talk a little bit about how we do this in a second.  But the point is, we’re trying to increase the velocity of money, increase the velocity of capital that is going through that pipeline.  If you think about the traditional way that revolving loan funds, community development funds and others have been funded, it’s been a grant, maybe from HUD, maybe from a foundation, or from some other source. And then that money is to be lent out and then, over time, as repayments come in, it revolves and it gets lent out again.  We heard about Ben Franklin doing that this morning.

Well, if you can revolve the money faster, you can make more loans, and so one of our ideas is to put that money through the pipe multiple times in the same timeframe.  Our role is primarily to buy the capital to build the bridge between these local organizations and the capital market so that they can create impact.  The community impacts that are created through CRS activities are really created by lending partners, local organizations at the community level.

Our mission is to transform the community development finance system by accessing capital markets on behalf of local lending organization so they can increase their impacts on people and communities.  So it’s this approach of being in the middle and creating a highly specialized organization that can go to the scale that can transform how this industry is financed.  
And that is a big goal.  But that is the vision that we are pursuing.  And it’s transforming not only what is going on in terms of community impact and making more community impact, addressing poverty and economic difficulties, but it’s also helping transform how the individual organizations work.  So they learn how to move from strictly relying on grants or portfolio management, to being able to access, to create loans that can be sold, that can have higher value.  That can build the kind of value chain that we’re hearing a little bit about from Jed earlier.

Don’t want to go through this in too much detail, but we’ve been at this now for about 18 years.  We have provided more than half a billion dollars in capital to communities around the country.  The yellow dots are lending partners and the red dots, which are too hard to see, are the locations of loans around the country.  Just want to say one more thing.  A lot of the information that you’re hearing, you are probably wondering – how is this the case?

Well, I want to echo what you heard yesterday from loan investment fund.  Our loss ratio is also less than one half of one percent.  So there is a tremendous amount of specialized expertise in the community development lending system at the community level, then combined with the efforts that we’ve been trying to do to develop good risk profiles.  That can mean that the money that is put into a fund like this is money that is going to be available for recycling, available to repay PRIs down the road.

I want to go back to that in a slightly different way, to that spectrum that you saw this morning.  And that is, the spectrum between what I would say is purely charitable money and purely economic or market money.  And there is a spectrum.  
Now when I talk to people in Wall Street they say – wait a minute.  It’s either charity or it’s business.  Well, I don’t think that’s the case.  So what we are trying to show here is what types of instruments move along this continuum from grants to social investments, PRIs and, a term that you may not have heard, EQ2s, Equity Equivalent Investments made by banks.  They have a very similar role that they play.  To the more market-driven activities – NDB is industrial development bonds, collaterized loan obligations, asset backed securities and others.

Then who makes those?  The government and foundations on the grant side, individuals through private philanthropy.  To investors, foundations, religious institutions in the social investment world.  And then obviously, national institutions, mutual funds and others in the market rate world.  We see PRIs in this middle ground between the purely charitable and the purely economic.  The returns for a PRI or a social investor are both financial.  Obviously, investors want to get their money back, want to get some income.  But also, social returns.  And so we have to be able to show both of those to a PRI investor or the EQ2 investor.  

Just wanted to give you a list of some of the organizations that have invested in using PRIs or similar instruments in CRF.  Many are in the room today.  Our first investment of size, which was a $2 million PRI from the Ford Foundation, which was a little over ten years ago.  In fact, we paid it off on December 30th, I believe, of this year, this past year.  At that time, we had purchased $10 million in loans.  And this PRI set us up to move to the next level, which we thought was going to be $20 million in loans.

We moved beyond that and quickly began to find other partners, MacArthur Foundation, Prudential Social Investments (John Kinghhorn), Calvert Foundation, F.B. Heron and others that have really helped us move to a certain level of scale and continue to serve the needs of the lending partners that we are trying to address.  
Now I want to talk quickly about these three things – how a PRI works – leverage.  They allow us to access the capital markets.  And I’m going to talk briefly about the technology of asset securitization.  This is the process of transforming a group of loans or other financial assets into a security.  It divides risks into classes that can be sold to different investors with different risk tolerances, and perhaps with different social versus monetary return objectives.

The issuer – in that case, community re-investment fund, has to take the risk of first loss.  We’re taking assets that we’ve accumulated from organizations around the country and we’re bundling them and selling them to investors and investors say – well, if we’re going to put the risk on us, we want to make sure that you’re in the deal as well.  So we take the risk of first loss, which is another word for credit enhancement.  And we do that by using grants, PRIs, our own net worth to be able to fund that risk of first loss.

And then we issue securities that are characterized by sequential claims on payments, on cash flow.  So you take all of the payments for these underlying loans and you chop them up and say – there’s going to be a group that is going to have the first right to the entire cash flow stream.  

And once they get paid, then the next group is going to get the right to the cash flow stream, and so forth.  That is called the waterfall of payment.  And that’s a classic part of our structure that we use in the waterfall of payments.  These payments cascade through what are called trounces [phonetic], different classes.  And at some point, there is a traunch that we finance with PRIs and EQ2s.  CRF sits at the bottom of that waterfall of payments.  We are going to be pretty thirsty if there isn’t enough – I love architecture, and here we have a classic waterfall.  We’re going to get pretty thirsty if there isn’t enough water coming down that waterfall to CRF. So we are intensely interested in seeing that these loans perform the way they are supposed to.

Now let me talk a little bit about how PRIs leverage, and the powerful role that they play.  We raise money across the spectrum, as I indicated.  And we’ve raised a significant amount of money over 20 years from grant-makers.  That money tends to be, as we do a securitization, it’s about 2 percent of the capital that we need to do a securitization.  That is sitting there in that bottom waterfall allowing us to take real risk and loss.  This is four times our historic loss rate, so we can lose this money and everyone else is still getting paid.  We’re going to be pretty sick, but our investors are going to get paid.

Then we combine that with the next tier, which are PRIs and social investments.  And these are investments, you’ve heard structured, that generally come to CRF as unsecured investments.  Our balance sheet is at risk, but there is no specific security.  There is some variation in the way that we do this.  And then we take that money and we use it to help us finance our position in the higher risk/lower return traunches.

And those two together, two percent grants, about 18 percent PRIs, 20 percent generally was deeply subordinated in the traunches.  They are unrated securities.  We generally hold them and in some cases we find a partner that is willing to buy them.  Prudential, Social Investments, has actually been a holder of some of these traunches in the past.  And then others in PRI investors have moved into slightly higher, less risky, but still below senior grade traunches.

Those two then allow us to bring 80 percent of the capital from private capital markets.  This is the money that is coming in at market rates that is secured.  Let me move fast, because I know that I can do this in ten minutes, and I’ve got about two left.  Let me talk about scale - half a billion dollars so far.  But the most important thing is we are now to the point where we have just crossed the threshold into the rated securitization world.  

In the last 18 months, we’ve issued $130 million in debt securities rated by Standard and Poors, an $84 million deal, rated AAA for housing, $63 million of that was rated AAA – these are the top traunches.  $46 million business loan traunch focused on job creation, entrepreneurship.  And that had $26 million rated AAA by S&P - never been done before.  This was the first time that S&P had done this.  And PRIs helped us move to scale where we could actually do deals that were big enough that we could support the costs of informing a rating agency about how these things performed.  So we’ve added a tremendous amount of value to the industry.  
And then finally, we’ve been able to raise resources through a federal tax credit called New Markets Tax Credit.  And I’m going to talk about that a little bit.  Well, what is scale?  As far as I’m concerned, the very threshold where we can go, together with PRI investors, the capital markets and judicious grant-making.  Our vision of scale is a multi-billion dollar market, financed by a mix of life insurance companies, pension funds, banks and others, and foundations, both with their charitable purpose and their investing purpose.  They can be program-related investments, it can be investments related to mission and the rated transactions.  

We have foundations that are involved in all of those.  We need to increase liquidity for our investors.  Right now, we privately place everything.  Have to hold until maturity. As the market grows larger, it’s going to be possible to see these things trade back and forth between investors.  We need economies of scale.  We’re still at the very small end of this, but the PRI is a very important tool for raising scale.  And this is my dream before I die, volume sufficient to be having these traded in the public capital markets so that individuals can take their own social or investments and put them into things that work, either directly or through mutual funds, like Calvert and others.

And then finally, a highly specialized network of development institutions that really work as a value chain, building value along the way as they make transactions.  Better lives for people, stronger communities.  Finally, I want to finish with impact.  This is the reason we are here.  I want to talk about Primitivo Morales in Minneapolis, an immigrant entrepreneur who transformed a former brothel on East Lake Street, an area that has been in trouble since the ‘60s, into a grocery store and a deli with six employees.

It doesn’t sound like much, but his family and others now live in rehabbed apartments above this deli, so he’s got his economic livelihood and he is there with eyes on the street, improving things.  This program was started with the City of Minneapolis, they came to us and said – we’ve got $500,000, how can we use that with secondary market?  So they created something called the Capital Acquisition Fund.  That fund gave Primitivo Morales what he needed to make his business into an economic engine.  

And that is just one example of sustained investments that have been done through this program in South Minneapolis, in the Lake Street corridor.  Now 90 businesses in that corridor have received this kind of investment.  Each one of these loans is a second lien behind a bank.  So banks are being brought into the picture.  Higher risk, they are all performing.  And sustained value, sustained investment is great value for this community.  Now can we multiply this around the country?  Absolutely, and that’s why PRI can be such an important tool.  So I’m done, and thank you very much.
Shari Berenbach:  It’s great to be with you here and talk a bit about Calvert Foundation and the different innovations that we have been involved with that reaches slightly different investor markets.  We are great admirers and supporters of the community reinvestment fund. And much of what community rests upon is reaching an institutional investor.  Calvert Foundation is really reaching much more to the individual investor, and I’ll be glad to share that with you.

Many of you have heard of the cause of the socially responsible investment, and you might be asking where does community investment fit into this picture?  Typically, when people think about SRI or socially responsibility investment, they are thinking about screening of publicly traded stocks and bonds, and they might also be thinking about shareholder action.

Some of you have heard the Calvert Social Investment Fund, the Calvert Mutual Fund Company.  The Calvert Foundation is associated with the mutual fund company, but we are a separate, non-profit organization.  And we are dedicated to the idea of taking investment dollars and not putting it into regular stocks and bonds through screening and shareholder action, but by actually using those dollars to invest in community organizations that work with and support girls like these.  These happen to be two young women that were participants in a program in Baltimore.

Saint Ambrose Housing Society has a program called Second Chance Homes.  And by making capital available to organizations like Saint Ambrose in Baltimore, what we’re doing is really financing affordable housing and programs where young women can really start their lives on a much better footing.  The foundation itself has three primary programs.  And the first is the community investment program. And that’s where – we’ve been at it for ten years.  

I think one of the themes that you might be noticing is the number of us who get up here and talk about the number of years of hard work it takes to build the markets that we’ve been dealing with.  This was launched in 1995.  And I want to say very much so that the Calvert Foundation was launched with the support of major foundations in this room.  It was the Ford Foundation, the MacArthur Foundation and the Mott Foundation that really helped to launch the Foundation in 1995.

We created a security called a community investment note, which we sell to the general public.  And the dollars that are raised then go to the community organizations.  Today, that program represents about $95 million in note sales, and we have about 2400 investors.  Our second program is called community investment partners.  Because Calvert Foundation’s objective isn’t just to have our own note program; it’s really to paverize [phonetic] community investment as a new asset class.  And therefore, what we’ve done is taken everything that we know how to do for ourselves and we make it available to others on a fee for service basis.  
When we do due diligence on an organization that we invest in, we then are very happy to make available those due diligence reports at a fee for service arrangement.  We provide guidance and counseling to other foundations that are looking at entering into the community investment space, making PRIs, all part of our commitment to growing this broader field.

And then finally, we also have a donor advice fund called the Calvert Giving Fund.  And what’s unique about Calvert Giving Fund is that donors can actually hold their assets in the community investment notes, or any program-related investment.  We want to make sure that those assets, before they are ever given away, are having as much community impact as possible.  Okay.

When you think about just financial intermediation overall, is that you are looking at a range of different types of investors.  And we work with individuals, as well as foundations, corporations, religious organizations.  They will then channel their resources to a spectrum of different kinds of borrowers.  And by channeling it through this intermediation, we reduce the risk to the investor, we provide greater transparency and professional management.  So we make it much more possible for the average individual to get to the sector.

Who do we have that are investors?  It’s interesting.  While we do have a number of investors that are high net worth individuals, it’s important to imagine that the majority of our investors earn $100,000 or less.  Most of them are women or just the slight majority are women.  And they really range across the spectrum in terms of their assets and their level in the socially responsible investment field.  Because of groups we lend to, many of the kinds of groups you’ve heard about, banks and credit unions. 
 Micro-finance has been a big field for us, social enterprise is a newer area.  Community development corporations, loan finds.  There really is a broad spectrum of institutions that are out there looking for this investment capital that we can channel it to.  Our portfolio today is about $84 million, and it’s really divided across these following sectors that you can see above.  We’re doing an increasing amount in the micro-finance field as more products become available.  We’re happy to say we’re in collaboration with Ecologic and several others in the room.  
We’ve been delving into the fair trade copy, cooperative area.  Affordable housing is a big field.  Alternate media is a new area that we’ve been collaborating with, the open society institution.  So there is really a broad spectrum of demand for this softer capital that allows them to carry out their activities.

The foundation has been growing step by step by step.  I started in 1997 and we had $5 million in note sales.  Excuse me, we had $1.2 million in note sales at the time.  So you can imagine the sort of very steady progression of both notes raised and assets.  What’s most exciting for Calvert Foundation is, up until now, our community investment note has been handled as a paper transaction.  It means it requires special handling.  And as we talk to brokers about representing our product, it’s been increasingly difficult for us to get brokers to really have much of an uptake.

What we have finally been able to put in place, and it took us a good number of years, is an arrangement with the Bank of New York investment bank transaction company called In Capital. And that is allowing us to gain access to 400 broker/dealer firms across the country, that’s 95 percent of the market.  So we’ve been working closely with Schwab, who has been absolutely excellent.  And our goals and objectives are really to make it so simple that anyone and everyone can go to their broker and simply receive the investments.

The way that happens is we make issues.  The issuers bring it, the money comes in.  Then the money comes back to Calvert Foundation so we can lend it out.  And then we subsequently repay the interest and principle. And what this whole institutional arrangement is doing is go much more broad and mainstream.  So we’re now looking at projections – and I think I have it here – we anticipate reaching a half billion or $500 million over the next five years.  And this is possible, largely, because of all of this important groundwork to get plugged into these sales and distribution channels so we can, in fact, reach the broader marketplace.

Moving forward, I just want to, perhaps, turn to some of the key points that I’m hoping that you all will be thinking about as you are deliberating over this conference.  And that is, so much of what Frank has talked about and what I’ve talked about is all related to financial intermediation.  There are so many organizations out there that are in community development or micro-finance.  And many of the grantees that you work with on a regular basis.

And often, foundations and philanthropists are used to dealing with a one-on-one kind of relationship.  Each of you is looking for your individual group that you are going to be providing support to.  But, in fact, as those relationships multiply, it becomes a very, actually relatively inefficient and costly way to deliver financial support to the very sectors you want to reach.

And what we are so much committed to is creating a bit more effective structure.  And you keep hearing about these wedding cakes, etc.  Those wedding cakes is really this notion that some investors come in in the senior secured position and others specifically are willing to take on the added risk coming in in this much more subordinate position.  And then that’s being matched up with professional management, etc.

This is, in essence, what we are trying to accomplish at Calvert Foundation.  It’s, in essence, some of what Frank has been doing.  And we think that one of the ways that you will start to see more effective flows of capital is to the extent that we start using these different kinds of structures and frameworks.  
The other thing that I’m hoping that you all start to recognize is something that I call the ecology of PRI opportunities.  It used to be this very simple idea that there was the philanthropist and the project.  And there were just these two on opposite ends.  And what we see emerging, however, over time is different institutions with different levels of sophistication with somewhat different mandates.  And each funder can really come to their own conclusion about where they feel it’s most effective to intervene.  Do they want to support individual entrepreneurs or projects?  Do they want to support individual micro-finance funds or can it be a loan fund?  Or do they want to begin to look at, what they call in the financial world, funds of funds?

And different investors will have a different philanthropist and PRI makers will have different concepts about where they want to hit in this spectrum.  But it’s important to recognize that there really is a growingly sophisticated spectrum of investment opportunities.  And that there is a lot of mutual reinforcing functions that is taking place across these different levels.

And then my final slide is I want to end up with, some of the themes that we have discussed this morning, really for us become the why about community investment or PRIs.  And that is, what we think about as our core values.  There is a whole series of core values around community investment that mean it’s not that one doesn’t want to do grants, but one wants to compliment grant-making with other investment strategies for some of these following reasons.

It’s because of mutuality, the fact that it creates a relationship of mutual respect between the provider of capital and the user.  It harnesses the power of enterprise to use that capital so that it can be repaid.  It creates a greater sense of accountability and results for both the borrower and the investor.  It fosters self-reliance, self-respect and ultimately a more sustainable strategy for philanthropy.  Since the capital comes back, it can be used over and over again.  Thank you very much.

Q&A

George McCarthy:  I’m George McCarthy from the Ford Foundation.  A lot of this discussion is still framed around the idea that investing in communities is really done on concessionary terms.  I think that one of things that we should highlight as well is that very often, the kinds of investments we are doing are, for one reason or another, systematically overpriced in the market itself. Because for one reason or another, the market doesn’t have the kind of information that we might have at our disposal to really accurately evaluate the risk.

It’s not always the case that we are really trading off social impact for financial impact.  Very often, what we are able to do is see above average returns on many of the things that we are able to invest in, because we have better knowledge and we have a better connection with the processes that go on the ground.  Very often, it’s not as if there is – it’s very often there’s win-win kinds of opportunities out there that we should be very cognizant of and able to act on quickly.

The other thing is very often, the market itself will also over-estimate the transaction costs of engaging in these kinds of activities.  And we can do a lot, as well, to – number one, reduce transaction costs if they are indeed higher.  Or, once more, take advantage ourselves as another profit-making opportunity to engage in activities in which the transactions are not quite as expensive as the market might think they are.

Shari Berenbach:  I actually have a comment and I’m going to just jump in and you’ll have to excuse me.  One of the things that I find with a lot of transactions that are able to provide those more market-like returns is that the total transaction often requires different levels of participation and different levels of participants. So that getting back to that wedding cake image that we were discussing before, we find that the groups that we lend to, for example, are very, very price sensitive.

And we’re lending at, our investors earn on average about 2.5 percent and we’re lending at 4.  And quite frankly, the groups that we are lending to would not be willing to take on entire cost of capital. And that’s because they are blending the softer money that I’m providing and more market rates of investment.  So that it’s important to recognize that there are market rate opportunities out there and those market rate opportunities are really very valuable and very important.  But in many instances, particularly we are going to reach very vulnerable populations, there is a layer of soft capital that allows the whole transaction to operate.

And so I just want to keep those two different thoughts in mind.  So it’s not an either/or, but seeing how these things work together in a coordinated way.

Jackie Khor:  I interpreted what you were saying as more sort of risk as opposed to return, as opposed to level of return. I mean, many of the fixed income products, fixed income-like investments that you are making, that Frank is making, they are essentially fixed income products, delivering fixed income rates of return with very little volatility.  So I think – and maybe, I don’t want to put words in your mouth, I thought he meant sort of like risk adjustment as opposed to the market rate in terms of a level.  
And I think your point is well taken.  I think that we should not automatically assume that in this spectrum – and Jed usually makes this point really vociferously – that you would be necessarily compromising a return for the social outcomes.  Anybody else?

Tom Trinley:  I’m Tom Trinley, Gaylord and Dorsey Donnelly Foundation in Chicago.  I keep an Excel spreadsheet of all mission-related investment possibilities.  And I, from time to time, will present that to our finance investment committee.  Will PRI makers or any other organization provide a list of links to investments like this that would really open up the field and allow us all to kind of go to a central place for review of investments?

Jed Emerson:  I think the issue that you are raising though reflects the fragmentation of the ecology that Shari was talking about earlier.  And the fact that we’re not doing a good enough job aggregating information in order to accurately push back on the market to be able to accurately factor in the risk levels that will be different for different asset classes and different investment opportunities and deal structures that come down the pike.

And again, to me it speaks to the bifurcation question.  Because it’s kind of like – thinking in this other vein, that’s administrative overhead, right?   And we hate that.  We want to fund programs.  So we are not going to invest philanthropic dollars in building that kind of intellectual capital exchange, if you will, that is based on the data sets that I think are locked within a number of these different institutions, both in this room and elsewhere.  
So I think it’s a larger, kind of market functioning question around how do you aggregate this information, disseminate it.  How do you advance common terminology so people can understand these deals in a way that is consistent and you can do apples to apples comparisons.  All of that is speaking, again, to this kind of infrastructure play that we’re just now kind of at a point where I think you could actually invest in the creation of that so that we could do an S&P play, Standard & Poors play across the space.  
So I, on the one hand, I get frustrated because I have problems getting that same data that you are looking for.  On the other hand, it’s like – man, we’re just right on the cusp of being able to pull this together.  And then again, of course, with the advancement of the internet and everything else, think about what we could do.  It’s just stunning.

And then you could toss that stuff over the wall to your finance folks and they could buy straight AAA bonds, if they want to. And just by doing that, that’s a “social investment.”  But it doesn’t do anything, it doesn’t compromise at all in terms of the return.  So there are all these opportunities that we’re just not even beginning to move forward that we have the potential to be – not only could not have done five years ago.

Jackie Khor:  The PRI Makers Network has a website (www.primakers.net) that is available to program-related investors.  And I know that this type of a thing is not contemplated, but we could have a technology platform, very low-tech that could precisely provide that type of information.

Shari Berenbach:  And I just might throw out that on our website, we have something called our community investment profiles database where we have 180 organizations that are all actively seeking investment capital.  And we provide narrative and descriptive information, as well as the contact information about those groups, and social impact measures.  And then consistent audited financial information that is prepared in a consistent format across all of them.  So anybody who is looking, and it can be searched according to geography or sector, etc.  So that’s very much an effort to try and create that kind of access to investment opportunities.

Frank Altman:  We have the beginnings of this.  
John Townsend:  John Townsend from the Altman Foundation.  I’m just thinking about this first point that you made, Shari, about mutuality and the mutual respect between lender and borrower, investor and obligor.  And I used to work for UPS and I well remember, in the mid-‘80s, the Chairman of UPS who was then close to retirement saying that he was highly suspicious of the increasing securitization of the capital markets because it threatened to destroy the relationship between the lender and borrower, investor, obligor.  

Arguably, it was a whole lot more, it was easier for Argentina to default to a securitized bond market than it was to say, CitiBank in 1980.  And I wonder if you could comment, or one of you could comment on the possible conflict there?  And whether we might be making, in terms of thinking about PRIs, a little too much out of this mutual respect point?  I don’t know the answer, but I was just wondering if you could comment.

Frank Altman:  I’d like to just address how we deal at CRF.  We take the cash flow and the securitization of the cash flow and we traunch it up, like I described.  But there is also the function of servicing and who is collecting the payments and who is watching the loan.  And in most cases, we contract back with the group that originated the loan to be the servicer, so that the borrower/lender relationship has not changed.  

There are different responsibilities being moved around in terms of who is responsible for who, but that initial link between the borrower and the lender is still in place.  And because community development is a high touch operation, there are people who are really trying to make – and not just trying to get their money back, but trying to make something happen in the community.  And they are going to be patient.  That high touch is very important to the reason why we have the success that we have in terms of overall performance of the loan portfolio.

So if you think about how you can take these systems apart and make it possible for PRI investors or mission-related investors to come in at different points, it can be done in a way that doesn’t compromise the mutuality at the grass-roots level.

Jackie Khor:  I would add that we are different types of foundations in this room and in the universe, many of the loans that Frank’s securitizors are loans that are extended by local loan funds that have local foundation PRI investors on their balance sheets.  So you, as a program-related investor, can play in different types of intermediaries.  You can play at the community level, where you have more direct connectivity to the ultimate borrower.  Or you can play with the high leverage, scaleable potential at the CRF, Calvert, low-income investment fund level.

So depending on what your charitable objectives are, your own asset size and where you feel most comfortable, that PRI can be used I different types of organizations.  And that connection to the ultimate borrower is more or less tenuous depending on those parameters.  Anybody else?

Kim Kreiling:  My name is Kim Kreiling with the Sister Fund in New York City.  And this is just a general question for any of you to answer.  Could you speak to a concern that I have that PRIs might take foundations away from supporting the poorest of the poor?

Frank Altman:  Well, my view, I see PRIs as a mix.  They are a way of extending the role that a grant can provide.  And the graphic that I showed with the 2 percent grant, CRF in the typical model of a non-profit, we have raised all that money in grants.  We would never have raised the money.  In other words, that 2 percent allowed half – we’ve raised in grants to date about $13 million from the day that we started.  Half a billion dollars has gone to these communities.

So a huge amount of that money is going into communities because of PRIs and because of the ability to leverage that grant, that very scarce grant dollar, with that next pot of money, build a different character.  But those two together are very powerful at giving money back to low-income communities.  So I see it’s just the opposite of moving away from the poorest of the poor.  It’s moving toward more capital that can go into build economic systems that build up communities and assets for the poor and the resulting things that are entailed with that.

Tom Trinley:  And to follow-up on Frank’s comment about this evolving state of micro-finance.  Most of those funds are targeting extremely, very, very low-income people internationally.  And those funds are kind of lent out.  The only way that they’re going to be actually increase liquidity and increase capital flows and lending in those communities is if they can restructure that paper in the same way that Frank is doing in the U.S.  So it’s an interesting kind of play between the issue around securitization and the degree to which that separates people.  
And the way that you can actually advance tools in a different way that can be leveraged to bring people together in a better way.  I mean, most foundations in the U.S. don’t make grants internationally, right?  And there is all this debate – you go to the global philanthropy forum and there is this huge debate about how come we don’t have more philanthropy going overseas.  If we can securitize, through PRIs and other kinds of instruments, some of the micro-enterprise that is out there internationally.  And this is one way that the U.S. foundations can actually participate in a much more direct way in bringing new capital flows into these areas that they are just not going to go right now with the current structures and the current way that capital moves internationally today.

Jackie Khor:  Anything that you want to add?

Shari Berenbach:  Maybe just to add that I think it’s – that often, in order for these kinds of – and particularly in the housing sector or in childcare or in education, in order for those transactions to reach the very, very poor, you need to have a layer of soft PRI dollars.  It’s that smart subsidy that enables the rest of it to take place.  And so I sort of see very much PRIs as being integral in diverting those capital flows to exactly the poorest of the poor that you are trying to reach.  So it really is seeing all of these pieces come together and allowing the smart subsidy that unleashes the rest to reach the groups.

Jackie Khor:  I think in maybe simple terms, it depends on how you want to help the poorest of the poor.  If one of your strategies is asset building, helping to build assets back to what Jed started.  And one could argue that the ability to bring capitalism to the poorest of the poor, to rev up the economic engine in really underserved economies, could have potentially more power than grant-making – again, if properly combined with capacity building grants, education.  It’s part of the whole package.

Jed Emerson:  I would argue that the trick – it can’t just be capitalism.  It needs to be sustainable capitalism.  It needs to be capitalism in this new level.  There needs to be a redirection of capital to the poor in ways that are financially viable and have social and environmental impact.  So I think we need to be careful, because I think you could get into a whole thing around – well, we just need to free up the markets, and then the poor people will all come along and have a happy parade.  And I think we need to be clear that at least – at least I think I speak for the panel that none of us are saying that we need more capitalism – we need better capitalism.  And I think this is one school for which we can try to advance that.

Frank Altman:  We are organizing a market.  The groups that we worked with ten years ago never saw themselves in the market at all.  They said that the delivery system for federal programs are for grants.  And we are going to deliver that to the poor or asset building, or whatever it is.  
Now there is an understanding that we can organize the market or quasi-market that could have a lot of the features that you were just talking about.  It’s a market that is also focused on these other social outcomes.  And I just think there’s a tremendous amount of power there that’s going to come down the pike as a result of that.

Lisa Richter:  I’m Lisa Richter.  With the affiliation for this conference with the Family Foundation in Chicago called Esjay, I just want to build on the last several comments that were made to say that, in fact, what we see in so many low income communities is capitalism functioning.  And because there is a lack of asset building in financial services, there has been a burgeoning of predatory financial services to fill the gap.  Which have, frankly, eroded any stability that the poorest of the poor might have had here in the U.S.

And what I see in the discussion of the wedding cakes and the structured financing and so on is the ability to bring to otherwise under-served communities the functioning, the well functioning of markets, which have always had layers.  If you were able to buy a house, you were being served by the secondary market because that mortgage was bought by Fannie or Freddy.  But if you were not able to buy a house, you were not part of that chain.

So I applaud the ingenuity that is going into bringing these systems down and hopefully countering some of the erosive forces that are otherwise there when the market works freely, without the helping hand.

Kate Starr:  I’m Kate Starr at the Heron Foundation.  I just wanted to ask Frank, congratulations, by the way, on the rating.  In some ways it might be related to what Mac was asking – AAA, it doesn’t get any better than that.  How has that change the conversations with potential investors, Wall Street?  Was this a scale coming off the ice?  Is this not what people expected?  Can you just talk a little bit to that?

Frank Altman:  It’s made a huge difference.  I think our challenge now is to get in the market faster.  We’re trying to aggregate at a faster level than we were, because people are familiar with this.  The deal we did, $46 million, was really too small.  And so one of our challenges is – I use the term – we need a booster rocket to get into orbit.  Because this is not the sort of thing where we can grow incrementally and get to the point where we can do $100 million or $300 million transactions and get all of that economy of scale.  So we are in the process of putting together a strategy for doing that.  

But what it did in terms of the investor world was we suddenly had institutions, insurance companies, small banks that we had never heard of over-subscribe the deal.  And the second thing that it did was it started to put a market return or a spread on the risk.  And we have AAA and didn’t have to have the spreads as high as they were when people were looking at this and trying to make their own decisions about – where would I put this in my own risk spectrum.  And so our spreads, our cost to capital when we actually securitized, came down.  

The third thing that it did was it actually showed for the first time how much subordination we needed to have in order to get to these levels.  And instead of the 20 percent that I showed you on the graphic, we were able to get down to 17 percent.  And as we grow with more sophistication, larger transactions, we think that the soft capital, the need for PRIs and grants will, at some point, get down to 10 percent or less.  So there is going to be an incredibly greater leveraging of those scarce resources.  

And none of that would have happened without the ability to show what investors were looking for.  We’re trying to build an instrument that is increasingly getting to where investors are.  At the same time, investors are beginning to see that there is a potential market in community development.  I think the new markets tax credit, while it’s a different instrument, is bringing a lot of Wall Street or large-scale institutions to look at community development in a way that they never would have before.

So you put these all together, and I think we’re at the point where the – and the individual investor as well – we’re at the point where there could be a whole revolution in the way that we can fund this activity in a collaborative way.  And, unfortunately, recognizing that the government role is going to continue to be diminished.  We’re not going to go back to that model and we’ve got to figure out how to do it ourselves.  And collectively, this is one potential model that can do that, and the rating was very important to that.

Shari Berenbach:  I want to just jump in here because there is $11 trillion that are sitting in pension funds and insurance companies.  And those investors will only purchase rated product because of their guidelines.  I mean, maybe some of the insurance companies can do a small amount of these unrated instruments.  But, for the most part, you’re talking about $11 trillion.  

And for many years, that has been off the chart – that market has been outside of our reach because the source of bundled loans were not rated.  And so it was very significant that CRF was able to achieve this rating.  And what that does is it opens up that $11 trillion to come to the very communities in need.  So we are very excited.

So we think that’s a great innovation.  But it’s always important to recognize that you are going to need that – whether it’s 10 percent or hopefully someday it will be 8 or 5 percent, some softer money.  And that’s where that is there to sort of absorb some of the risk, to allow you to get that investment grade rating.  And that is where the program-related investments and the investors who purchase the pay investment note, that’s where they sort of come into the picture to really unleash the capital to the communities that we all care about.

Connie Max:  Connie Max with Prudential Financial Social Investments.  We actually had been investing with Frank for years, and when they had their rated security for the first time, we had to actually go to our mainstream group and say – okay, what piece can we pick up?  So we ended up with the unrated piece and we had the conversation of the possibility of them picking up some of the rated piece.  And the issue was, it was too small, that the initial offering just wasn’t of a size that they could participate in.  But the future is still there, and I think it’s exciting.

Ralph Christy:  I wanted to get back to this lady’s question about the poorest of the poor.  And I applaud the panel in their response, and I think a good part of your response was on target.  But having witnessed Katrina and saw the level of persistent poverty that we’ve seen in our own country, I can’t help but point out that there is still a need for an enlightened state.  Social safety nets.  Things that not even a part of what capitalism – even the most enlightened capitalist can bring to solve poverty.

So then a part of the poverty equation and solution is what you are talking about, but a great part of it is the kind of social safety net what good government, in an enlightened state can do. I just wanted to point that out.

Jackie Khor:  Point well taken, Ralph.  Are there any more questions?

Jed Emerson:  I think that’s a really good note to end on.  Because I think what it speaks to is the idea that there is actually like an enabling environment that is out there where all of this plays out.  And so it’s important to have – and again, for me personally, it goes back to this unified investment thing.  We have to have grant-making that supports the public policy and program development activities that can drive this forward in confidence to what is happening in terms of enterprise, in terms of innovative finance, in terms of all these other ways to leverage every tool that we can in order to create a more sustainable society and a more just planet.  Back to you.

Jackie Khor:  Very nice way to wrap it up.  Thank you very much.  
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