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Program-Related Investments and Microfinance, Part 2
Is ‘philanthropic investment’ just a contradictory term to make charity sound business-like?  In the US, Program-Related Investments (PRIs) have served as a way for foundations to earn a return on their grant-making dollars since 1969.  Such investments made by foundations to support charitable activities offer the potential return of capital within an established time frame, and are well codified in US law.  PRIs are the perfect way for foundations to capitalistically and responsibly support microfinance.Of the 66,000+ grant-making foundations in the United States, only a few hundred make PRIs.  Giving by the nation’s grant-making foundations increased by 7% in 2004, to $32 billion (pg. 1), but PRI financing makes up a negligible proportion.  Why such dismal numbers?

The answer turns out to be the cultural inertia within foundations and non-profits.  A return on capital requires a different sort of rigor than social work.  And this is just the tip of the iceberg.  In 2004, US foundations granted $32 billion, but they held $476 billion in assets.  Imagine 1% of this principle corpus invested in microfinance, this would open the door for commercial capital investment.  Whereas most huge chunks of capital (pension funds, insurance companies, mutual funds, hedge funds) fall under the 'prudent man' US law that obliges the prioritization of profits, foundations (and universities) enjoy leeway under the prudent man rule to invest per their missions.

The irony of course is that microfinance may well out-perform the market, so ‘prudent man’ would be irrelevant.  But, we are not an asset class yet, so to get there, we look for leadership not just in your grant-making, Mr. Omidyar, but in your asset management. PRIs are an opening for you to introduce Wall Street to our emerging asset class.

Again, to give Mr. Omidyar and his group the benefit of the doubt, maybe his asset managers and his grant-makers do eat lunch together regularly, maybe they are just “ramping up,” and will fulfill his righteous vision one day soon.

Additional Resources

1) The Foundation Center: Foundation Growth and Giving Estimates: 2004 Preview
2) Although dated, the best document discussing PRI trends is still the Foundation Center’s PRI Financing: Trends and Statistics 2000-2001 
3) MicroCapital Blog: Mr. Omidyar’s Philanthropic Vision: a Work in Progress, Part 1
Posted by microcapital in An Emerging Asset Class?, Key Players, Risks, Transparency, Trends/Challenges, Why So Few Profitable MFIs? at 08:30 

Bank of America Announces $1 Million Program Related Investment and $100,000 Grant to ACCION USA

PR Newswire

CHARLOTTE, N.C., Dec. 13 /PRNewswire/ -- Bank of America today announced a $1 million program related investment in ACCION USA to expand the availability of loans for micro-enterprise. The investment will help ACCION increase its loan pool in three targeted markets -- Boston, Atlanta and Miami. In addition, the Bank of America Charitable Foundation announced that it would provide $100,000 in operating support for the organization. The grant also will help ACCION market its new online loan application. ACCION USA is a leading provider of micro-enterprise loans -- small or "micro" loans to entrepreneurs who often have difficulty gaining access to commercial bank lending. 

(Logo: http://www.newscom.com/cgi-bin/prnh/20050720/CLW086LOGO-b) 

"As a leader in community development, Bank of America recognizes the vital role that ACCION USA plays in supplying capital to entrepreneurs and small businesses in emerging and underserved markets," said Paul Hinds, Bank of America Program Related Investments executive. "Through ACCION, Bank of America can help fledgling entrepreneurs begin to move from the margins toward self-sufficiency and prosperity." 

"We are excited about expanding our capacity and our new, online application and approval process that will make sorely needed capital available to small business people regardless of their physical location in the United States," said Bill Burrus, president, ACCION USA. "These small loans -- from $500 to $25,000 -- start and sustain businesses that increase incomes, provide economic opportunity and strengthen communities and economies." 

Bank of America Program Related Investments (known as PRIs) are part of the bank's community development initiatives. The amounts invested represent part of the bank's 10-year, $750 billion goal for community development. Unlike grants, PRIs are paid back at below-market interest rates. Because they represent below-market capital, PRIs can deliver a much needed boost to enterprises that might not otherwise be able to access resources for growth and expansion. The Bank of America Charitable Foundation grant represents part of a $1.5 billion goal over the next 10 years. As part of its strategy for "neighborhood excellence," the foundation works to identify critical issues in local communities and direct resources to organizations which address those priorities. 

ACCION USA is a private nonprofit organization that provides credit and business training to "microentrepreneurs" -- low- and moderate-income self- employed women and men. ACCION USA was launched in 1991 by ACCION International, a world pioneer in microlending that now serves over 1.4 million active borrowers in 20 countries in Latin America, the Caribbean and sub-Saharan Africa. ACCION USA's goal is make access to credit a permanent resource to the millions of owners of small businesses in the United States. ACCION sees credit as a resource that can help to narrow the income gap and provide financial opportunities, fostering economic growth in distressed areas. 

Bank of America is one of the world's largest financial institutions, serving individual consumers, small and middle market businesses and large corporations with a full range of banking, investing, asset management and other financial and risk-management products and services. The company provides unmatched convenience in the United States, serving 33 million consumer relationships with more than 5,800 retail banking offices, more than 16,600 ATMs and award-winning online banking with more than 13 million active users. Bank of America is the No. 1 overall Small Business Administration (SBA) lender in the United States and the No. 1 SBA lender to minority-owned small businesses. The company serves clients in 150 countries and has relationships with 98 percent of the U.S. Fortune 500 companies and 85 percent of the Global Fortune 500. Bank of America Corporation stock is listed on the New York Stock Exchange. 

Web site: http://www.bankofamerica.com/ 
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