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The Mary Reynolds Babcock Foundation, headquartered in Winston-Salem, North Carolina but working across 11 states in the Southeast, has a mission of helping people and places move out of poverty and achieve greater social and economic justice. With an asset base of $175 million, the goal was to increase PRIs to $5-6 million over five years, or 3% of total assets. Over the past several years, Babcock had made $1.75 million in a variety of PRIs, but needed to step back and put policies and processes in place to formalize the program and ensure that it would meet the Foundation’s social and financial goals.
In fall 2006, the Babcock Foundation contracted with Calvert Foundation to help them develop their PRI program over a six-month period.  The following case briefly describes the services provided to support the Babcock Foundation to realize their program goals. 

STEP ONE – Define process and timeline

Our first action was to map out a process and timeline with Babcock Foundation staff for educating the decision makers on their options for PRI programs and coming to a mutual decision on how to grow the program.

STEP TWO –  Educate and Involve Foundation Leadership

The initial meetings with the Board and Investment Committee were focused on education about PRIs and how they could fit with the Babcock Foundation’s activities. Board and Committee members brought a diverse level of knowledge and comfort with PRIs, so the first step was to make sure all members had the same background information and context within which to decide on a customized program.

This education piece covered all the basics of PRIs: legal and accounting issues, how PRIs fit with a foundation’s investments and grant making activities, and the philosophical and practical uses of this financial tool. A discussion of general community investment options was also reviewed, especially related to the foundation’s mission and credit standards. 

Our philosophy in assisting foundations to start or expand their PRI programs is to serve as a resource for the best industry knowledge and provide the tools to empower staff and decision makers to develop the best programmatic options for their situation.

STEP THREE – Program Design, Define Risk Tolerance, Market Survey

After educating staff and decision makers on PRIs in general, we used our Customized Community Investment Program Design Worksheet with Investment Committee members to elicit their feedback on several critical areas necessary for program design. This included their individual views on social impact and geographic goals, risk tolerances, investment time horizon, and return expectations.
The compiled results were used as a starting point for discussions about specific program options with Board. The results also yielded important insight into the member’s differences and helped to inform creation of a customized approach to identify consensus.
As part of advising clients on starting or expanding PRI programs, we recommend that a market study be completed to ensure that the demand for investment matches the Foundation’s risk appetite and focus area. We conducted market research on behalf of Babcock to better understand the demand for investment in their geographic and impact footprint. From this information, we customized loan products that would meet this demand and validated that the program design is a good fit. At the outset, Babcock indicated that grantee demand is a priority. The market study started with a review of current and projected grantee relationships to identify PRI opportunities. Through the research we ensured that the PRI program designed would benefit the target communities and PRI recipients could achieve expected financial and social results with appropriate investment.

STEP FOUR: Financial Projections, Policies and Procedures
Once Babcock Foundation leadership began to zero in on their risk tolerance and the available market, we helped them with the practical matters of implementing the program. The program was customized with Babcock’s capacity, budget and program size in mind, so that the program would be around for the long term.

There are several issues to consider here including: loan underwriting and structuring, legal documentation, portfolio management, and payment processing. We also produced new Policies and Procedures to guide the program. Lastly, we discussed options for staffing versus consulting to access the expertise needed on an ongoing basis to run the program.
The final recommendations for the PRI program included financial projections, policy guidelines, and procedural guidance. Given that Babcock Foundation also has an active grants program, we provided training materials for the Babcock Foundation staff on how to determine when to consider using PRIs versus grants.
STEP FIVE:  Program Implementation
The Babcock Foundation believes in “learning by doing,” and they were actively considering two new PRIs as they developed the guidelines. The Calvert Foundation assisted with due diligence on the new PRIs, using the specific examples to assist the Babcock board and staff in understanding underlying PRI principles. The new PRI program guidelines were presented to the Board and approved as scheduled in October 2006. Two new PRIs were approved as well, that fit the new guidelines and increased their portfolio holdings. The staff is now trained to identify new investments opportunities and processes are in place to analyze and approve new PRIs.
Since that time, they have approved an additional two investments and have two under active consideration for 2008. The Foundation has made $3.4 million in PRI commitments and is on track to deploy 3% of its assets in PRIs by the end of 2010. In terms of staffing, they hired one program officer with lending experience to complement existing staff expertise, and four staff have completed professional development training through the PRI Makers Network. The Board plans to review the PRI program progress on an annual basis to assess PRI impact on MRBF’s mission and goals. The expectations are that PRIs will be repaid on time with the expected yield.  In addition, the social benefits will more than offset additional costs associated with PRI program (like forgone income, costs).
The Calvert Foundation completed the work on-time, in the six-month period originally planned, and on-budget. On an ongoing basis, the Calvert Foundation provides due diligence reports to the Babcock Foundation for new PRI consideration as well as on-going PRI monitoring. By accessing Calvert Foundation’s due diligence services, Babcock did not need to hire and train staff to perform this function.
About Calvert Foundation
Calvert Foundation’s consulting draws heavily on its successful ten-year track record of building a $120 million portfolio with less than 1% losses. The Foundation specializes in lending to community development loan funds, affordable housing developers, international microfinance, social enterprise and banks and credit unions with an explicit community development focus. Through its consulting services, Calvert Foundation manages over $40 million in investments on behalf of other institutions, provides due diligence for two large Foundations with significant PRI portfolios and provides consulting to a variety of for-profit and non-profit entities seeking community investment information, administration, and advice.
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