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The 1The 1‐‐2 Punch2 Punch
•• MissionMission‐‐related investingrelated investing•• MissionMission related investingrelated investing
•• ProgramProgram‐‐related investingrelated investing



The Foundationʹs ChoiceThe Foundationʹs Choice
•• Make grants of 5% of ʺnonMake grants of 5% of ʺnon‐‐charitablecharitable‐‐useʺ assets to charitable causes annuallyuseʺ assets to charitable causes annually•• Make grants of 5% of  nonMake grants of 5% of  non charitablecharitable use  assets to charitable causes annuallyuse  assets to charitable causes annually

oror
•• Make ʺprogramMake ʺprogram‐‐related investmentsʺ of 5% of ʺnonrelated investmentsʺ of 5% of ʺnon‐‐charitablecharitable‐‐useʺ assets annuallyuseʺ assets annually



PRIsPRIs
•• Venture capital and other highVenture capital and other high‐‐risk investments that would otherwise subjectrisk investments that would otherwise subject•• Venture capital and other highVenture capital and other high risk investments that would otherwise subject risk investments that would otherwise subject 

foundation and its manager to 10% jeopardizing investment excise tax.foundation and its manager to 10% jeopardizing investment excise tax.
•• Primary purpose is charitable Primary purpose is charitable ‐‐ ‐‐ religious, scientific, literary or educational, fostering religious, scientific, literary or educational, fostering 

amateur sports competition, or preventing cruelty to children or animalsamateur sports competition, or preventing cruelty to children or animals
I d iI d i i ii i i ifii ifi•• Income production or property Income production or property appreciation appreciation not a significant purposenot a significant purpose

•• Purpose is not to attempt to influence legislation; or to participate in, oppose or Purpose is not to attempt to influence legislation; or to participate in, oppose or 
intervene in a political campaign of candidate for public officeintervene in a political campaign of candidate for public office



PRIs come in many flavorsPRIs come in many flavors
•• InterestInterest‐‐free or belowfree or below‐‐marketmarket‐‐rate loansrate loans•• InterestInterest free or belowfree or below marketmarket rate loansrate loans
•• Loan participationsLoan participations
•• Loan guaranteesLoan guarantees
•• Deposits in community development banksDeposits in community development banks
•• Equity investmentsEquity investments
•• LeasesLeases



PRIs in ActionPRIs in Action
•• LowLow‐‐interest loans to needy studentsinterest loans to needy students•• LowLow interest loans to needy studentsinterest loans to needy students
•• Equity investments in lowEquity investments in low‐‐income housing projectsincome housing projects
•• LowLow‐‐interest loans to disadvantaged business ownersinterest loans to disadvantaged business owners
•• Direct investments in businesses which create jobsDirect investments in businesses which create jobs
•• Investments in land conservation or Investments in land conservation or brownfieldsbrownfields mitigationmitigation



The Problem with PRIsThe Problem with PRIs
•• Tough to designTough to design•• Tough to designTough to design
•• Tough to implementTough to implement
•• Tough to monitorTough to monitor



PRIs have been seen as complex and expensivePRIs have been seen as complex and expensive
•• No process to guarantee that an investment complies with PRI tax regulationsNo process to guarantee that an investment complies with PRI tax regulations•• No process to guarantee that an investment complies with PRI tax regulationsNo process to guarantee that an investment complies with PRI tax regulations
•• No standards to ensure that an entity is a proper recipient of PRIsNo standards to ensure that an entity is a proper recipient of PRIs
•• Opinions of counsel and IRS private letter rulings expensive and timeOpinions of counsel and IRS private letter rulings expensive and time‐‐consumingconsuming



Inherent Conflict of InterestInherent Conflict of Interest
•• Officers and Directors of forOfficers and Directors of for‐‐profits must maximize shareholder valueprofits must maximize shareholder value•• Officers and Directors of forOfficers and Directors of for profits must maximize shareholder valueprofits must maximize shareholder value

v.v.
•• PRI recipients must not produce income or property appreciation as ʺsignificant PRI recipients must not produce income or property appreciation as ʺsignificant 

purposeʺpurposeʺ



A LowA Low‐‐Profit Limited Liability Company (LProfit Limited Liability Company (L33C) is an LLCC) is an LLC

•• NonNon‐‐corporate form of doing business that limits ownersʹ liabilitycorporate form of doing business that limits ownersʹ liability•• NonNon corporate form of doing business that limits owners  liabilitycorporate form of doing business that limits owners  liability
•• Affords them flowAffords them flow‐‐through tax treatment, andthrough tax treatment, and
•• Offers operating flexibility through participation in managementOffers operating flexibility through participation in management



But a special kind of LLCBut a special kind of LLC
•• One or more forOne or more for‐‐profit ʺmembersʺ and one or more nonprofit ʺmembersʺ and one or more non‐‐profit ʺmembersʺprofit ʺmembersʺ•• One or more forOne or more for profit  members  and one or more nonprofit  members  and one or more non profit  membersprofit  members
•• Charitable or educational purposesCharitable or educational purposes
•• Would not have been formed except to accomplish those purposesWould not have been formed except to accomplish those purposes
•• No significant purpose to produce income or property appreciationNo significant purpose to produce income or property appreciation
•• But But maymay produce significant income or property appreciationproduce significant income or property appreciation
•• No political or legislative purposeNo political or legislative purpose



Benefits to FoundationsBenefits to Foundations
•• Avoids legal opinions and private letter rulingsAvoids legal opinions and private letter rulings•• Avoids legal opinions and private letter rulingsAvoids legal opinions and private letter rulings
•• Attracts outside investorsAttracts outside investors
•• Drives missionDrives mission



The LThe L33Cʹs PromiseCʹs Promise
•• Financial selfFinancial self‐‐sufficiencysufficiency•• Financial selfFinancial self sufficiencysufficiency
•• Continuing foundation inputContinuing foundation input
•• Leveraging of angel and venture capital, marketLeveraging of angel and venture capital, market‐‐rate bank loansrate bank loans
•• Capital flow to ʺdouble bottomCapital flow to ʺdouble bottom‐‐lineʺ venturelineʺ venture
•• A “winA “win‐‐win” for both forwin” for both for‐‐profits and nonprofits and non‐‐profitsprofits



Capital Structure Illustration #1Capital Structure Illustration #1

Fi i l R tFi i l R tFinancial ReturnFinancial Return

Foundation incurs high financial Foundation incurs high financial 
risk, earns low (1%) financial risk, earns low (1%) financial 
return, but high social returnreturn, but high social return

So ial RetuSo ial Retu
FoundationFoundation

Social ReturnSocial Return



Capital Structure Illustration #1Capital Structure Illustration #1

Fi i l R tFi i l R tFinancial ReturnFinancial Return

Socially conscious investor incurs Socially conscious investor incurs 
lower financial risk, earns higher lower financial risk, earns higher 
(3%) financial return.(3%) financial return.

Mezzanine investorMezzanine investor

So ial RetuSo ial RetuSocial ReturnSocial Return



Capital Structure Illustration #1Capital Structure Illustration #1

Fi i l R tFi i l R t Pension fund incurs marketPension fund incurs market‐‐rate rate 
risk, earns marketrisk, earns market‐‐rate (6%) rate (6%) 
financial return.financial return.

Financial ReturnFinancial Return
Pension FundPension Fund

So ial RetuSo ial RetuSocial ReturnSocial Return



Blended rate of return: 4% Blended rate of return: 4% ‐‐ ‐‐ which Lwhich L33C can C can 
generate, but not without the catalyst of thegenerate, but not without the catalyst of thegenerate, but not without the catalyst of the generate, but not without the catalyst of the 

foundation’s PRI.foundation’s PRI.



Capital Structure Illustration #2Capital Structure Illustration #2

Fi i l R tFi i l R tFinancial ReturnFinancial Return

Development agency makes a Development agency makes a 
grant, earning no financial grant, earning no financial 
return, but high social return.return, but high social return.

So ial RetuSo ial Retu
GovernmentGovernment

Social ReturnSocial Return



Capital Structure Illustration #2Capital Structure Illustration #2

Fi i l R tFi i l R tFinancial ReturnFinancial Return

Foundation earns low (2%) Foundation earns low (2%) 
financial return, but high social financial return, but high social 
return.return.

FoundationFoundation

So ial RetuSo ial RetuSocial ReturnSocial Return



Capital Structure Illustration #2Capital Structure Illustration #2

Fi i l R tFi i l R t Outside investor incurs marketOutside investor incurs market‐‐
rate risk, earns market rate (7%) rate risk, earns market rate (7%) 
return.return.

Financial ReturnFinancial Return
MarketMarket‐‐driven Investordriven Investor

So ial RetuSo ial RetuSocial ReturnSocial Return



Blended rate of return: again, 4% Blended rate of return: again, 4% ‐‐ ‐‐ which the which the 
LL33C can generate, but not without the catalyst ofC can generate, but not without the catalyst ofLL C can generate, but not without the catalyst of C can generate, but not without the catalyst of 

the foundationʹs PRI.the foundationʹs PRI.



Whoʹs A Candidate?Whoʹs A Candidate?
•• Socially beneficial missionSocially beneficial mission•• Socially beneficial missionSocially beneficial mission
•• Consistent cash flowConsistent cash flow
•• EntrepreneurialEntrepreneurial



Federal ProgramFederal Program‐‐Related Investment Promotion ActRelated Investment Promotion Act

ʺ lowʺ low‐‐profit limited liability companies shall be entitled to a rebuttable presumptionprofit limited liability companies shall be entitled to a rebuttable presumption. . . low. . . low profit limited liability companies shall be entitled to a rebuttable presumption profit limited liability companies shall be entitled to a rebuttable presumption 
that below market rate investments by private foundations in such entities are that below market rate investments by private foundations in such entities are 
programprogram‐‐related investments.ʺrelated investments.ʺ



LL33C LegislationC Legislation
2008200820082008
Vermont Vermont –– April 30, 2008April 30, 2008

20092009
Michigan Michigan –– January 15, 2009January 15, 2009
GeorgiaGeorgia
MontanaMontana
N h C liN h C liNorth CarolinaNorth Carolina
OregonOregon

ILLINOISILLINOISILLINOISILLINOIS


