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Building Tools for Effective Philanthropy

PRI Makers Members Conference Call:

PRIs in Challenging Times

2.23.2009
The recent member survey and a teleconference led by Kate Starr (Heron Foundation), Jeff Clarke and Chris Perez (Rasmuson Foundation) and Debra Schwartz (MacArthur Foundation), captured the ways in which the economic crisis has generated new challenges, need and opportunities for PRI Makers. The responses within the field are varied and clearly still evolving. To summarize:
For non-profit organizations, it has meant:
· Reduced access to financing (including funding from tax credit equity investors).
· Longer periods of time to complete deals, secure long term financing, and repay loans

· Need to increase loan loss reserves

· Greater pressure on capital base

· Higher likelihood to request extensions on repayments

· Reduced funds available for general operations 
· For CDFIs, the potential of higher delinquency rates

For foundations, it has led to:

Challenges e.g.
· Reduced value of endowments has meant less money available for all charitable distributions

· Reduced financial capacity  of co-investors leading to “thinner” deals

· Change in appetite for risks (both less and more)

Opportunities e.g.
· Increased interest in PRIs as an efficient way to recycle capital.
· PRIs represent in many cases the highest performing components of the investment portfolio, providing downside protection as one of the few or only market-neutral asset classes.

· Deals are better priced (especially in housing and land acquisition projects)
· Foundations are being asked to play an even greater role in creating access to capital and/or bridge financing.
In response, PRI Makers are: 
· Increasing, reducing or maintaining their PRI budgets

· Seeking ways to reduce risk

· Accepting greater risks when there’s clear mission alignment and high likelihood of achieving significant programmatic impact

· Looking to increase PRIs as a way to augment decreasing grant levels
· Carefully assessing overall financial condition and testing investee’s ability to repay loans and return capital as a result of current economic conditions.
· Monitoring loan covenant compliance carefully, proactively checking in on borrowers to understand how they are dealing with the financial and economic climate.
· Adapting PRI programs to address urgent needs and gaps by:

· moving from construction to pre-development loans

· shifting from last-in funding to first-in

· assuming increased risk

· providing  working capital (non-collateralized loans)

· using loan guarantees as a way to increase access to financing.

· Considering the role of a well-managed PRI portfolio in providing downside protection to a well-diversified mission-related investment portfolio.

· Looking for counter-cyclical opportunities (e.g in real estate). 

· Looking for non-cash investments, i.e. guarantees, to leverage impact given restricted budgets and attract other investors.  

· Looking for opportunities to collaborate with other funding partners.

During the teleconference, Debra Schwartz shared several some specific steps that the MacArthur Foundation is taking to respond to emerging needs e.g. 

· Investing in the National Community Stabilization Trust which is aggregating funds to purchase vacant and bank owned property.
· Working with Mercy Housing to establish a special purpose entity to work with groups that will buy up and bank properties for future use.

· Developing PRIs designed to expand opportunities for lease-purchases. 

· Given the extraordinary environment, MacArthur may suspend interest payments over the short-term and/or extending loan terms across the portfolio until the financial markets have resumed more normal operations.

Several PRI Makers carefully reviewed their PRIs  by evaluating such factors as access to capital and liquidity; capital structures;  revenues and expenses; portfolio performance; changes in management practices and structures in response to changing times, and other factors as a way to be proactive in protecting the Foundations’ investments.

While not all PRI Makers may find such extensive analysis warranted, the conversation reflected a number of issues any funder might consider e.g. 

· Understand the role of PRIs in both program strategy and investment strategy.

· Seek opportunities for collaboration through pooled funding.

· Review internal policies and practices with regard to levels and terms of investment, risk, flexibility, program parameters and engagement with investees in the context of pressing community needs.

· In addition, PRI Makers may consider working with CDFIs to create new funds that address critical needs, or, as described in the example described below, leveraging assets in ways other than direct investment to achieve their program goals.

PRI Makers discussed one immediate opportunity for foundations of virtually any size or geography to address the pressing issue of working capital or “bridge loans”as a way to help non profit organizations.  Attached is a description of ShoreBank’s Capacity Plus Loan Program that provides three ways for foundations to invest in the working capital needs of all types of non profits (e.g. social service, arts and culture, and community development) through a financial intermediary skilled in non profit underwriting.  Both Debra Schwartz and Kate Starr offered to follow up with anyone interested in discussing the Program.

Finally, the member survey generated the following recommendations:

· Assuming a well-managed portfolio, stressing the nature of PRIs as a recyclable investment can be reinforced by the fact that they emerged as the best performer over the past year in many foundation portfolios.

· Public policy is crucial in keeping in play the financial resources and mechanisms (e.g. LITC, NMTC) that support and amplify PRI making activity. 

· Grant funding to provide technical assistance and other kinds of support to community-based organizations is crucial during these very challenging times.

· Consider how to strategically partner together to serve communities in need to more efficiently use limited available resources. 

Have comments to add?  Please send them to us via info@primakers.net

.  
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CAPACITY PLUS LOAN PROGRAM
The Challenge

Nonprofits rely on some combination of support from government contracts, grants from private foundations, donations from individuals, and earned income from special events and fundraising campaigns. However, even those nonprofits with a robust and diversified funding base still experience frequent lags in their cash flow.  Payments from government contracts via a vouchering system are often held hostage by politics; fundraising from individuals or earned income from special events typically spikes at calendar year end but may be preceded by months-long dry spells; and foundation grants are awarded and paid according to each foundation’s own annual grant cycle rather than on the cash flow needs of grantees.

The cash flow projections of many nonprofit organizations reflect these varying cycles. While the nonprofits can predict that available funds will dip dangerously low during certain months, too often they don’t have a resource to assist them through these periods because they do not possess sufficient collateral to secure a loan.  ShoreBank’s Capacity Plus Loan Program is designed to address uneven funding schedules by strengthening collateral and offering technical assistance.  By participating in the loan program, nonprofits will gain the discipline and expertise required to use credit as part of an overall organizational financial management strategy.

ShoreBank’s Solution

At ShoreBank, we encourage foundations to safely and creatively leverage their assets to achieve greater philanthropic impact.  Through the Capacity Plus Loan Program, charitable foundations have the opportunity to provide cash security for bank loans to qualified nonprofit organizations via FDIC-insured CD deposits (up to $50 million of FDIC insurance is available in some options).  Alternatively, the foundation may elect to guarantee the loan without moving cash assets into a new deposit account at ShoreBank.  In either scenario, the foundation assists qualified nonprofit borrowers in accessing credit with advantaged pricing, ending the cycle of boom/bust funding.  For those foundations who elect to participate by making a below market deposit, the CD investment securing loans to nonprofits may also qualify as a Program Related Investment.    

With cash security in place, nonprofit borrowers can partner with ShoreBank to build internal capacity for cash management, financial discipline, and infrastructure development.  In some cases, participating nonprofits will create a formal credit history with a banking institution for the first time.

An ideal solution for foundations seeking to leverage their assets beyond grants to support capacity building initiatives, this program complements the financial education and other cash management programs ShoreBank offers as added value services to nonprofit organizations and foundations.

Structure and Pricing

Triple Impact CD

Foundations open ShoreBank jumbo CDs that are leveraged to create a credit enhancement pool for loans to qualified nonprofit borrowers that is 300% the size of the total CD amount (eg, $1MM deposit yields $3MM loan pool).

Interest Rate:
Fixed at or below ShoreBank published rate for term elected.



Term:
Two year minimum.
Balance requirement:
$250,000 minimum opening balance

Fees (Foundation)*:
2% of total deposit amount 

Interest Payment:
Simple interest accrued daily and credited quarterly.

Philanthropic Impact:
Highest – From day 1, all funds on deposit support the mission and work of ShoreBank, the nation’s leading community development and conservation banking company.  A pool of loans with principal amounts up to 300% of the total on deposit are collateralized by the funds on deposit.  Risk sharing parameters: ShoreBank covers losses for first 5% of any defaulted loan, remainder of losses drawn from pool.

* Interest rate for nonprofit loan is 2.5% over the rate of return of the CD paid back to the foundation; if a group of foundations elect to pool together the interest rate to the nonprofit borrowers is 2.5% over the blended rate of return on the CDs deposited.  Nonprofit customer opens a transaction account at ShoreBank for disbursement of funds. Minimum loan amount of $50,000, maximum loan amount of 20% of total loan pool.   Nonprofit responsible for all out of pocket closing fees.  Nonprofit may request line renewal with a $250 annual renewal fee and out of pocket expenses to the nonprofit organization.
100% Cash Security CD

Foundations open CDs to cash secure a pool of loans to qualified nonprofit borrowers.

Interest Rate:
Variable, at or below ShoreBank published rate for term elected.



Term:
Two year minimum.
Balance requirement:
$50,000 minimum opening balance

Fees (Foundation)*:
2% of total deposit amount if under $1MM

1% of total deposit amount if $1MM or  more.

Interest Payment:
Simple interest accrued daily and credited quarterly.

Philanthropic Impact:
Extremely High – From day 1, all funds on deposit support the mission and work of ShoreBank, the nation’s leading community development and conservation banking company.  As each loan to a qualified nonprofit moves through closing process, ShoreBank places a hold of equal dollar value on a portion of foundation funds on deposit, as 100% collateral for that organization.

* Interest rate for nonprofit loan is 2.5% over the rate of return of the CD paid back to the foundation.  Nonprofit customer opens a transaction account at ShoreBank for disbursement of funds. Minimum loan amount of $50,000. Maximum loan amount of 100% of foundation deposit.  Nonprofit responsible for all out of pocket closing fees.  Nonprofit may request line renewal with a $250 annual renewal fee and out of pocket expenses to the nonprofit organization.
Limited Loan Guarantee 

Foundation provides all required documentation to be pre-approved as a guarantor for 100% of loan amount on loans to qualified nonprofit organizations. 

Interest Rate:



N/A

Term:
2 year minimum  

Balance requirement:

N/A

Fees*:
2.5% of total amount of guarantee under $1MM; 

2.0% of total amount of guarantee of $1MM 

Philanthropic Impact:
High – Guarantor significantly improves credit risk and pricing for qualified nonprofit loan candidates, up to limit of total guarantee pool amount.

* Interest rate for nonprofit loan ranges between Prime plus 1% and Prime + 3% based on risk assessed through credit analysis process.  Nonprofit customer opens a transaction account at ShoreBank for disbursement of funds.  Minimum loan amount of $50,000.  Nonprofit responsible for all out of pocket closing fees.  Nonprofit may request line renewal with a $250 annual renewal fee and out of pocket expenses to the nonprofit organization.
