PRI Workouts and Turnarounds

January 2008 Workshop 
Presenters
· Debra Schwartz – MacArthur Foundation (Moderator)

· Christine Looney – Ford Foundation
· Lori Chatman – Enterprise Community Partners

· Doug Smith – Rocky Mountain Mutual Housing Assoc.

· Joshua Mintz –MacArthur Foundation
Outline

· Welcome and presenter intros 
· Overview of workshop topic and handouts
· Case study: Rocky Mountain Mutual Housing Association
· Facilitated Discussion 
· Warning signs: 
what to look for; how to find them
· Intervention: 
how to get information and communicate with PRI recipients when trouble crops up; when and how to “declare” default
· Negotiation
key factors to consider when default has occurred or seems imminent; hidden risks to beware; which conditions may make restructuring worthwhile; steps to take if insolvency appears inevitable
· Bankruptcy
 pros and cons of court-supervised bankruptcy; other legal actions to consider 

· Open Q&A
· Wrap-up and adjourn
Key Concepts/Terms
· Acceleration

· Accrual

· Bankruptcy

· Collateral

· Covenant

· Default

· Foreclosure

· Going Concern

· Inter-creditor Agreement

· “Keyman” Provisions
· Lender Liability

· Liquidation

· Material Adverse Change

· Security

· Staged Disbursement

· Standstill Agreement
PRI Obligations 
Always

· Purpose – use funds as intended/stipulated to accomplish charitable purpose 
· Payment – pay interest and principal as scheduled
· Reporting  – report periodically, as required, on programmatic and financial performance; furnish audited financial statements and other unaudited financial statements, budgets, forecasts, etc. as required or requested

· Compliance – certify compliance with all legal and financial requirements
Varies
· Security 
· Collateral

· Covenants

· Corporate status (eg, maintain 501c3) 

· Activity level/ geography (eg, build 1,000 housing units in Gulf Coast); *Note:  interim performance milestones useful when staging disbursement
· Financial (eg, net worth; indebtedness; adverse material change)
· Organizational (eg, keyman; strategic plan; systems upgrade)

· Creditor/Legal (eg, no other defaults; no lawsuits)

 Workout “Tools” 
Information
· Change frequency, format and/or content of financial and programmatic reporting 
Time Horizon
· Revise interest and/or principal repayment schedule 
· Typical PRI default provision allows accelerated financial repayment
· Renegotiated terms may allow borrower to accrue, defer or extend period for repayment
· Extend period to accomplish promised programmatic goals 
· Permit “cure” period to restore compliance with financial, legal or organizational covenants
Allowable Use
· Broaden permitted geography or categories of people served  (provided that charitable purpose still served)
· Permit use for new charitable activity not contemplated in original PRI 
Covenant Waivers/Revisions
· Permit one-time or permanent change in key financial ratios (e.g., net assets; indebtedness) or other non-financial conditions (e.g. permit merger with another entity that will become obligated to use and repay PRI)
Financial Adustments
· Change obligation to repay accrued interest and/or principal
· Change security (ie, permit or revoke subordination)
· Change collateral requirements
· Change interest rate
· Change principal payments owed (e.g., voluntarily forgive portion or all of amount owed; or, require fixed percentage of cash flow, etc.)
Key Questions and Decisions
· How quickly should you respond to signs of trouble? To an actual default?  

· How important is it to be consistent?  Should non-financial defaults be treated as seriously as payment defaults?  

· What conditions need to be met before a workout should be considered?  What are your chief constraints – time, money, or some other factor?  

· Does it every make sense to provide grant money to assist a troubled PRI recipient with its turnaround plan?  How can you ensure that your new funds or voluntary debt forgiveness are not simply throwing “good money after bad”?

· What positive factors would favorably affect your decision to proceed with a workout? What negative factors would most reduce your willingness to modify the PRI or formally reduce the repayment obligation? 

· How aggressive should your organization be?  When would you consider it appropriate or worthwhile to foreclose on assets or force a failed PRI recipient into bankruptcy?  
· What actions or situations require professional legal counsel?  
· What other kinds of professional consultants may be helpful for workouts?
· What are the pros and cons of formulating a formal inter-creditor agreement? 
Sample “Decision Tree”
If failed projects, financial results, late payments, staff turnover, significant funding changes, lawsuits, or other “warning signs” suggest that a material financial or performance covenant default is highly probable, imminent or already occurred…

1. Seek enhanced information 

· May include special site visit, increased reporting to clarify indebtedness, cash position, and improve clarity regarding other key indicators of financial health; 

· Retaining specialized consultant, conferring with other creditors may be helpful 

· Pay special attention to the board – is it meeting regularly and providing strong oversight? What information is being provided by management? Are board members clear about the terms and conditions of the organization’s PRI, grant and conventional credit obligations?
2. Assess the organization to determine whether it has… 

· used funds in a manner consistent with intended charitable purpose

· acted in good faith and made best efforts to anticipate, identify or respond to challenging market, funding, or policy conditions

· communicated openly and proactively with creditors and key funders

· demonstrated the intent and capability to become/stay financially viable – e.g., trimmed overhead but retained key staff, increased board oversight and engagement, developed a credible, actionable plan for turnaround 

· persuaded other creditors to “standstill” at a minimum, or even to provide financial relief and other support
3. Invite proposal for re-negotiated PRI terms if prospects for turnaround and long-term financial viability appear reasonable;  

Or: Move to protect rights and maximize PRI recovery if organization has acted in bad faith, violated charitable purpose obligation or acted egregiously in other ways; 
But: Remain sensitive to needs of affected people/communities served by the organization. What resources may be needed to help ease their transition?  Is there a possibility for formal partnership with, sale to or merger into other charitable-purpose entity with compatible mission and requisite ability?
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