New Leadership: Expanding the Practice of PRIs

Closing Panel: Kathleen Fluegel on Family Offices
I'm here to represent family foundations, but mostly I think to represent newcomers. Before I talk about that, I'd like to give you a few statistics about the rapidly growing field of family foundations.  In 2005 (the most recent year for which numbers are available) there were just under 34,000 family foundations in this country, who collectively hold about $233 billion in assets and make $14 billion annually in grants.  The average asset size of these foundations is just under $7 million, with average giving of just over $400,000 -- in other words, that's a lot of little foundations!

 

The foundation that I represent, HRK Foundation, is a family foundation and one of the five Andersen-related foundations that grew out of the Andersen Windows fortune in the early 1950s.  HRK is housed within a 3-generation family office at the other end of the Mississippi in St. Paul, MN.  The foundation has assets of roughly $34 million and is a partial pass-through, giving away between $3 and 4 million annually.  

 

We started looking at PRIs several years ago at a time when the market was down and we had just added a new generation of Trustees to the Board.  And while family foundations have many things in common with other foundations, one thing that is unique to family foundations is FAMILY.  Most families who create foundations have a stated or unstated family agenda that goes along with the publicly stated mission of the foundation, generally either passing along family/philanthropic values, and/or "keeping the family connected".  

 

Part of my job as a staff member is to work with younger family members through an apprentice program and to help to engage them in the work of the foundation.  Unfortunately, at the time the next generation joined the board, the market was down and there was very little uncommited money available for new grantmaking.  Largely in an effort to give them a sense of ownership, we began looking at PRIs.  My professional background is in the arts and my educational background is in language and literature and learning about PRIs turned out to be a lot like learning a foreign language.  You can study grammar and vocabulary, but if you really want to speak a foreign language, you have to work up your courage and just do it. 

 

Over a period of a year or two that's what we did.  We went through an education process initially with the staff and then with the Board, and learned in the process that a family foundation like ours that is part of a family office is well positioned to do PRIs because we have ready access to financial and legal expertise, which is not the case for most small stand-alone foundations.  As part of the education process, we learned from another foundation in our community, the Bremer Foundation, which has quietly and effectively made PRIs for over 20 years.  Bremer's President was known and respected by our Trustees and the Bremer Foundation's straightforward approach to working within the community on a quiet and consistent basis really resonated for our Board.  They approved PRIs in principal and asked me to find a PRI opportunity that would fit their guidelines, give them a chance to try a new tool, and (as important) not lose their money.

 

The Board settled on a $300,000 five-year pre-development loan to a local non-profit developer of affordable housing, the oldest non-profit housing developer in the Twin Cities.  At the time that we made the deal, the financial people in our office were quite clear that we could do the deal if we wanted to, but the rate was 5.5%.  I wasn't thrilled about the rate, but our partner was fine with it and what felt important at the time was to actually get something in place so that we were talking about something real rather than something theoretical.  Shortly thereafter, when I reported completion of the deal at a Board meeting, one of our younger (and hipper) trustees said to her fellow trustees, "great that we're doing this, but let's not pat ourselves on the back because the rate stinks."  Happily, her comment ignited a spirited discussion which resulted in the decision to lower the rate to 3.5%.  The conclusion they reached was that if they were going to do PRIs at all, it should be meaningful.

 

Our partner was certainly happy to have the loan at a good rate, but as meaningful for us were the intangible benefits --

for philanthropic families like this one, with a long tradition of community involvement and giving, the weight of what has come before can be oppressive to young people who find it hard to imagine that anything they can do will ever live up to the contributions of their parents and grandparents.  In our case, this new tool was introduced by the younger generation and embraced by the older generation, who have said repeatedly that if the founders were alive today, "they would be all over PRIs".  

Since then, we have done two more PRIs, one of which we initiated with a long-time arts partner because it seemed like a good solution to an ongoing challenge.  In that case, one of our Trustees was a long-time Board member and volunteer, who was delighted to be able to introduce a new tool to a nonprofit partner.   While we do not expect to ever do more than a few at a time, PRIs  been an energizing experience for the entire Board.  In addition, as we have talked about our experience, we have learned that there is a great deal of interest among other small and family foundations in our area and we are excited about the prospect of more foundations joining the movement!
 

