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 Ice Rink Proposed PRI

Dick’s email (attached) indicates the Petite Ice Rink’s, a non profit, board will propose a PRI loan for $2 million to support the facilities using other grant sources to repay the loan.  Dick’s proposal is fairly simple compared to other PRI’s the Foundation has entertained in the past.  However, the risk for nonpayment remains the same.  I’ve done some analysis on the preliminary information Dick has provided and have some alternatives for your consideration.  

I won’t go into the IRS definition of PRI, unless you need further clarification but I think it’s helpful to know the types of PRIs foundations are making.  Common PRIs include affordable housing, enterprise development, and community facilities. The ice rink would fall into the category of community facilities, making it a good candidate for a PRI.  The question Dick raises is whether it falls into the mission of the Foundation.  That’s not a question I can answer but can be addressed by the program staff.  The question I am concerned with is whether it is in the grant budget or outside the budget.  

The board has not developed a policy statement on PRIs.  The board has not considered their place in the Foundation’s budget.  That makes it difficult to determine how to analyze them when the occasional PRI is proposed.  PRI’s are charitable loans, but we pass them through the Finance Committee for approval for their investment qualities.   By definition a PRI is not a good investment, it’s a risky loan.  The IRS allows foundations to take a qualifying distribution for a PRI.  It also requires foundations to reduce qualifying distributions for repayments.  If the Foundation made only the minimum qualifying distributions, the repayment of grants would force us to make grants to offset the amount of repayment.  Since we make excess qualifying distributions, that would not affect future grant making. 

If the PRI is a charitable loan, the loan should be below normal lending rates.  Currently, commercial loans rates for good creditors are Libor plus 2.75%.  Five year Libor is 5.31% and 7 year Libor is 5.34%. I compared that to the yield on the Baird fixed income portfolio.  As of September the yield to maturity is 5.52% with a 7.3-year maturity.  Wayne Pierson, investment manager on the fixed income team at Baird, noted that the yield curve is flat.  This means there is not much difference between lending rates for a 5 or 7-year loan.  Dick’s suggestion for a 5% loan is less than normal lending rates and only slightly less than our investment return.      

I ran loan repayment schedules based on a 7-year payment schedule and a 5-year payment schedule with a 20-year amortization and a balloon payment.  The 7-year repayment schedule’s annual payment is $339,213.84.  The 5-year repayment schedule is $158,389.32 per year with a balloon payment of $1,699,097.59.   It would be helpful to see the cash flow analysis, past and projected, for the ice rink to understand the risk associated with their ability to repay the loan.  One other consideration is that a 7-year repayment schedule is one that would ‘hangover’ to a time when the board and management will change, possibly for both the Foundation and the ice rink.  Is there a possibility that this would have an affect on the both boards’ willingness to work through repayment difficulties in the future? 

If the board rejected a charitable loan and insisted on a market rate return on investment we would need a floating return equivalent to the return on the Baird portfolio starting with a current year rate of 5.52%.  The other option is to look at the overall portfolio return, which would be around 9%.  It’s unlikely this would be palatable to either board. 

There are alternatives.  One option is to consider spreading the risk among other foundations to bring the loan down to a more comfortable level should there be a loss.  Or we could consider a recoverable grant instead of a loan if the grant amount is reduced. A recoverable grant is a grant made with the expectations that it will be repaid.  It looks like a no interest loan. Lastly, we could consider a loan guarantee.  This would be more complicated than a loan with more complicated reporting on the financial statement. This is an alternative I would not recommend.  I have not discussed the alternatives with Dick so I can’t say what his interest would be in exploring them.  

If asked my opinion, I could not assess risk without reviewing cash flow projections.  However, if this risk is tolerable, I would suggest a loan period of 5 years or less.  I would rather lower the interest rate than lengthen the amortization period to reduce risk and keep the payment period under this board’s watch.  

Call me with questions or comments. 

