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Editor’s Introduction 
This chapter is one in a series that looks inside the Robert Wood Johnson Foundation. Past volumes 

of the Anthology have examined the Foundation's research and communications strategies, its core 

values, and the thinking that led it to address substance abuse. Here, Marco Navarro, a program 

officer at the Foundation, and Peter Goodwin, the Foundation's treasurer, discuss a little-known 

philanthropic tool: program-related investments, or PRIs. 

A PRI is essentially a loan. The loan approach can be appropriate when an organization realistically 

expects its initiative to generate enough income to repay the loan—for example, by buying a building 

that will bring in rental income. Most often associated with the Ford Foundation and the MacArthur 

Foundation, which pioneered their use, PRIs have become more common as the assets of 

foundations have increased. From 1998 to 1999, PRI authorizations nationally jumped from $203 

million to $267 million—a rise of 31 percent. Still, PRIs represent only a small percentage of 

foundations' awards; in 1999, the nation's 50,000 foundations distributed $23 billion in the form of 

grants.1 

In the world of foundations, the current buzz term is "venture philanthropy," which means that 

foundations adopt a businesslike attitude and explore how their investments can bring about 

measurable payoffs in terms of social outcomes. PRIs are, in a sense, precursors to this venture 

philanthropy approach.  

Why would a foundation such as Robert Wood Johnson, with more than $8 billion in assets, make a 

loan as opposed to an outright grant to a struggling nonprofit trying to develop an initiative? In this 

chapter, Navarro and Goodwin address this issue as they examine the Robert Wood Johnson 

Foundation's experience with PRIs. 

1. L. Renz, "PRI Financing: 1998–1999 Trends and Statistics," in J. Falkenstein, editor, The PRI 

Directory (New York: Foundation Center, 2001). 
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oundations are a uniquely American phenomenon. They allow the private wealth of individuals 

and organizations to be transferred to institutions working to promote the public good. By federal law, 

foundations must pay out at least 5 percent of their assets every year for charitable purposes. Virtually all 

of this "payout" is in the form of grants, but there is another, less well-known mechanism that 

foundations can use to carry out their charitable purposes: loans, or, as they are more formally called, 

program-related investments. 

PROGRAM-RELATED INVESTMENTS: THE HISTORICAL CONTEXT 
In the Tax Reform Act of 1969, Congress created the concept of program-related investments, or PRIs. As 

defined in that law, a program-related investment is an investment (usually a loan) that meets three 

requirements:  

• Its primary purpose must be to accomplish charitable objectives.  

• It cannot have, as a significant purpose, the production of income or the appreciation of 
property (i.e., a prudent investor seeking a market return would not enter into the investment).  

• It cannot be used for lobbying or to support lobbying.1  

As long as a PRI meets these requirements, it can be counted, as grants are, toward meeting the 5 percent 

payout required by law. PRIs enable foundations to (1) stretch their resources (since they can recover the 

principal and sometimes receive interest); (2) fund projects, such as building construction, that are not 

usually considered appropriate for grant funding; and (3) invest in high-risk charitable ventures or 

borrowers that commercial banks tend to avoid.  

Although a PRI may generate interest income, it is conceptually very different from a foundation's regular 

investment portfolio. The objective of a PRI is to further a foundation's charitable purposes, while the 

objective of a foundation's investment portfolio is to preserve capital and to produce market-oriented 

returns. Over the past 30 years, a number of foundations have utilized PRIs, although mainly on a 

limited basis. Among foundations that regularly make PRIs, the Ford Foundation has invested 2 percent 

of its assets, the John D. and Catherine T. MacArthur Foundation 1.5 percent, and the Irvine Foundation 

1 percent.2 

WHEN LOANS MAKE SENSE 
Four different circumstances can trigger the consideration of PRIs as a funding mechanism. 
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First, activities that will produce income for the borrower that can be used to repay the loan are prime 

candidates. Most commonly, PRIs are used to finance the construction or rehabilitation of buildings that 

can be rented. Since the Robert Wood Johnson Foundation generally will not provide grant funds for 

bricks and mortar, PRIs offer a way to finance building construction. They have also been used to 

provide student loans that can be repaid upon graduation and to support medical practices in 

underserved areas that can be repaid out of revenues from patient-care. 

Second, the lack of credit-worthiness of many nonprofit organizations makes them suitable candidates 

for PRIs. Banks are often unwilling to make loans for real estate transactions to nonprofit organizations 

because of their slim operating margins, uncertain funding, inexperience with loans (or finances 

generally), and lack of resources that can be used as collateral. Foundations can step in and make loans to 

nonprofit organizations that commercial lenders consider too risky.  

A third circumstance in which a PRI can make sense is as a source of gap financing. A dollar gap can 

appear at any stage of a project. For example, at an early stage, foundations can provide the seed money 

needed to shape an idea, explore its feasibility, and begin pre-development work such as hiring an 

architect—elements that often must be in place before banks will consider financing a project. Or, once a 

project is under way, a PRI can be used to provide bridge financing that will take it from one stage to 

another.  

Fourth, where a program calls for loans to a number of community organizations, it might be appropriate 

to make a PRI to an intermediary organization that in turn will make smaller loans to fund a number of 

projects. In this way, a foundation can stretch its limited dollars, spare itself the administrative burden of 

supporting and evaluating a multitude of small borrowers, and tap into existing development and financial 

expertise. 

THE ROBERT WOOD JOHNSON FOUNDATION'S EXPERIENCE WITH PRIS 
The Foundation's first PRI, made in 1982, was a $3 million loan to the United Student Aid Funds, to be 

used as collateral for scholarships for needy women and rural and minority medical students. Its most 

recent PRI was made in 1997—a $1 million loan to help the Minneapolis Foundation establish a program 

expanding medical services in underserved rural and urban areas. 

The Foundation has made 26 loans, totalling $35 million. Of this, $16 million was awarded to 

organizations participating in national programs that included both a grant and a loan component. The 
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remaining $19 million was in loans for programs that had no grant component. A significant amount of 

the loan portfolio went to establish statewide or national loan programs that then provided credit to 

many smaller nonprofit organizations. Over the years, the Foundation's experience with PRIs has been 

more the product of seizing specific opportunities than of forward planning.  

PRIs to Finance Building Construction and Renovation 
Most PRIs have been made to enable the recipient to put together financing needed to construct or 

renovate buildings, such as community mental health facilities, hospitals, skilled nursing and long-term 

care facilities, and day-care housing. 

THE COMMUNITY HEALTH FACILITIES FUND  

The Community Health Facilities Fund, or CHFF, is a not-for-profit organization that enables 

community-based behavioral health care organizations to gain access to tax-exempt debt financing by 

pooling their loan applications. The idea grew out of a national survey conducted in the late 1980s that 

found an unmet need of nearly $2 billion for the capital costs required to build and renovate treatment 

facilities for people with mental illness, substance abuse problems, and developmental disabilities. Most 

organizations providing services were nonprofits whose limited experience, low cash reserves, and 

tenuous revenue streams hindered their ability to obtain capital financing. It seemed logical that if the 

organizations' loans could be grouped and the risk spread among them, then investors would be more 

likely to buy the bonds the group would issue. 

Building on this suggestion, in 1991 the Foundation awarded a $5.5 million PRI to establish the 

Community Health Facilities Fund. The loan was to be paid back with 2 percent interest over a 25-year 

period. A second loan for $2.8 million was made in 1995.  

The loan program went through two phases. The first, between 1991 and 1995, blended traditional bond 

financing and the concept of group risk-sharing. In Illinois and Florida, bonds were issued to pay for 

capital improvements and a 10 percent reserve was set aside to cover bad debt. Government agencies 

reviewed the applications to assure program eligibility and the financial strength of the applicants. The 

problem was that some of the organizations applying for loan funds—for example, a small clinic needing 

to expand—were not financially strong enough to attract investors. The solution was to put both strong 

and weak applicants into a single pool before making the bond offering. The Robert Wood Johnson 

Foundation's PRI to the Community Health Facilities Fund was used to add an additional 10 percent to 

the reserve fund to cover defaults, thus making a total of 20 percent set aside to cover bad debts. This 
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additional 10 percent (known as "credit enhancement") gave investors the security of knowing that their 

risk of losing money was further reduced. Florida raised $23 million and Illinois $7 million in municipal 

bond offerings.  

The second phase, from 1995 to the present, dealt with two problems that were recognized early by 

CHFF and Foundation staff members. First, organizations needing loans were not usually ready for 

pooling at the same time, yet the concept required that they all had to be presented to potential investors 

simultaneously. Second, the approach taken in the first phase was limited to the states in which the 

offering was made. This precluded national offerings or placing organizations from different states in the 

same pool. In response, CHFF created a trust instrument that grouped loan applications from a number 

of organizations throughout the country as they became ready and placed them into a single loan pool. 

Within the pool, loans were then divided according to risk. The less risky loans were packaged and sold 

to traditional investors. The riskier loans were held and backed by the Foundation PRI.  

To date, the PRIs, totaling approdimately $8 million, have enabled CHFF to help 30 community-based 

behavioral health organizations throughout the United States secure approximately $85 million in loans 

to construct new buildings, renovate facilities, and buy equipment. The tax-exempt debt, which nonprofit 

organizations are able to obtain through the CHFF, provides them with lower interest rates, more capital, 

and longer repayment periods than commercial lenders are able to offer. It is one of the few programs to 

give nonprofits access to this kind of flexible, low-cost, and long-term credit. Moreover, according to 

Chris Conley, the president of Connecticut-based Nonprofit Capital LLC and manager of the CHFF, 

"PRIs have created a model for delivering a certain type of capital to the nonprofit behavioral care 

market. The tax-exempt bond market is not set up to finance large numbers of unrated nonprofit 

corporations that have relatively small capital needs. The CHFF program has created a structure and 

process to do that." 

CHFF loans are paid back through the patient revenue streams. To date, there has not been a single 

default. The program has demonstrated that nonprofit organizations, even those without a significant 

credit history, do repay their loans.  

THE PROGRAM ON CHRONIC MENTAL ILLNESS  

In 1986, the Foundation launched a national Program on Chronic Mental Illness. It funded the creation 

of Local Mental Health Authorities in nine locations to coordinate the care of people with serious mental 

illness. The needs of this population include health care, support services, and housing so that they can 
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remain in the community. The Program on Chronic Mental Illness was funded largely with grants, but 

there was also a PRI component. Loans of $1 million, payable over 10 years at 4 percent interest, were 

made available to each of the program's sites.  

All nine sites took advantage of PRIs. Since the Local Mental Health Authorities were concerned mainly 

with providing clinical services, and did not, as a rule, have expertise in housing or mortgage financing, 

Local Housing Development Organizations, linked with the Local Mental Health Authorities, were set 

up to acquire and rehabilitate housing, to place clients, and to manage the properties. The loans were 

made to these Local Housing Development Organizations. They, in turn, entered into partnerships with 

state mental health or financing agencies and used the loans to buy and renovate properties. Most were 

small family units; even residential complexes were small, with the largest being 4 to 6 units. After the 

properties had been acquired, the states provided grants and long-term mortgage financing. State funds 

helped to retire the loans so that additional properties could be acquired. The participation of the U.S. 

Department of Housing and Urban Development in the program lowered the risk of default. It agreed to 

provide 125 rental subsidies through so-called "section 8 certificates" for each of the nine sites.  

Through the PRI mechanism, the Program for Chronic Mental Illness was able to leverage $9 from 

federal, state, and private sources for every dollar lent by the Robert Wood Johnson Foundation. To date, 

over 4,500 units have been developed. The former national deputy director of the program, Martin 

Cohen, observed that the PRIs made it possible "to sustain large amounts of affordable and safe housing 

for people with serious mental illness. Already, other organizations and groups (and others without 

experience) that serve an array of disabled and disadvantaged people who lack needed housing and 

supports are using this model." All loans due have been repaid.  

AIDS HOUSING OF WASHINGTON'S BAILEY-BOUSHAY HOUSE 

In 1990, the Foundation awarded AIDS Housing of Washington a $1.5 million PRI, payable over 10 

years at 3 percent interest, to help finance its Bailey-Boushay House. Located in Seattle, Bailey-Boushay 

House was the nation's first newly constructed skilled-nursing and day-health facility for people with HIV 

and AIDS.  

When the 3 percent interest rate of the PRI was combined with the higher market rate of a commercial 

bank loan, the overall long-term borrowing rate decreased to a manageable 8 percent. This saved Bailey-

Boushay House about $500,000 in interest payments over its first ten years of operation, and helped  
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assure the long-term viability of the facility. Bailey-Boushay House has served more than 2,000 people 

with HIV/AIDS in its 35-bed facility and day health program. The loan has been fully repaid.  

OUR COMMUNITY HOSPITAL 

A PRI to Our Community Hospital, in Scotland Neck, North Carolina, provided the financing needed 

to transform itself into a long-term care facility and offer the kind of services needed by its aging 

population.  

Our Community Hospital, in rural northeast North Carolina, was in danger of being closed because the 

number of patients had decreased and the amount of red ink had increased. In 1989, the citizens of the 

Scotland Neck decided to convert the hospital to an extended care facility, complete with senior housing, 

swing beds (which could be used for short- or long-term care), and a primary care facility. 

Lacking experience in this kind of transaction, the community turned to the North Carolina Office of 

Rural Health for assistance. The Office of Rural Health sent an advance team to determine the feasibility 

of a conversion and to identify sources of financing. The feasibility study yielded a "go" decision. 

Revenues were expected to come primarily from federal and state governments once the facility was 

designated as a rural health clinic under federal law.  

In 1990, the Robert Wood Johnson Foundation made a $500,000 PRI to Our Community Hospital. The 

loan was used to fill various gaps in financing the conversion. The state of North Carolina provided 

matching funds, and the community conducted an old-time fundraising campaign, complete with sales 

of books, candles, and cookies. Our Community Hospital continues to thrive and to meet the health care

needs of its community. The loan from the Robert Wood Johnson Foundation was repaid in 2001. 

PRIs to Finance Medical and Nursing Practice in Underserved Areas 
Loans have been used to finance physicians and other health professionals who agree to set up practices 

in underserved rural or inner-city areas. Two PRIs are particularly noteworthy: Practice Sights, a national 

program that encourages health professionals to work in underserved areas, and the hospital-based rural 

program of West Alabama Health Services.  

PRACTICE SIGHTS: STATE PRIMARY CARE DEVELOPMENT STRATEGIES 

In the 1990s, the Foundation began to address some of the structural and social factors that discourage 

health care professionals from practicing in rural areas and inner cities: poor reimbursement, isolation, 
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and the lack of social amenities and professional opportunities for health professionals and their spouses. 

In 1992, the Foundation initiated Practice Sights: State Primary Care Development Strategies, a five-year 

program to increase the number of primary care providers in medically underserved areas. Under this 

program, ten states were awarded grants to train physicians, nurses, and other providers, and to give them 

incentives (such as forgiving loans and providing assistance in practice management) to work in rural 

areas and inner cities. In addition, a loan component was added and earmarked largely for the 

construction, renovation, and equipping of facilities. 

Every Practice Sights grantee was eligible to apply for a PRI. After a competitive application process, the 

Foundation made 10-year, 3 percent interest loans ranging from $700,000 to $1.5 million to applicants in 

four states. Each of the loan recipients was required to raise five dollars from other sources for every 

dollar of PRI funds it received. Two states, Virginia and Idaho, designated nonprofit agencies to receive 

and manage PRIs. They, in turn, placed the loan proceeds in bank certificates of deposit. The banks 

committed themselves to make loans under their most flexible terms and to manage this portfolio of 

loans themselves. The two other states, Nebraska and Minnesota, designated nonprofit agencies to receive 

and manage the PRIs directly. In Nebraska, an area economic development agency agreed to match the 

Foundation loan on a 5-to-1 basis and to underwrite and manage the loan portfolio. In Minnesota, a 

community foundation agreed to a similar matching, underwriting, and loan management agreement.  

According to an assessment conducted by the Practice Sights National Program Office, the PRIs 

produced mixed results.3 The Healthy Communities Loan Fund of the Virginia Health Care Foundation, 

which received the first and smallest loan of $700,000, in 1995, has made 16 loans totalling nearly $1.6 

million. These have helped recruit 24 primary care providers (physicians, dentists, nurse practitioners, 

and physician assistants) to areas needing health professionals. In November, 2000, the project's banking 

partner, First Virginia Bank, received the Main Street Award from the American Bankers Association's 

Center for Community Development for its work in this project. Minnesota, which received a $1 million 

PRI in 1997, has made $1.1 million in loans to date, largely for capital improvement projects.  

The two other states—Nebraska and Idaho—have since closed their loan programs and repaid the loans. 

Both states indicated that the loans were too stringently structured: They felt that the 5-to-1 matching 

requirement was too high, that the 3 percent interest rate charged by the Foundation was not 

competitive, and that the loans should have been made for more than 10 years. 
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WEST ALABAMA HEALTH SERVICES, INC. 

In 1991, the Robert Wood Johnson Foundation made a $500,000 PRI to West Alabama Health Services, 

located in one of the more medically underserved areas in the country. Attracting health professionals to 

the region is a great challenge. The West Alabama Health Services, a nonprofit organization dedicated to 

providing health care for people in the region, took an innovative approach to the workforce problem. It 

decided to borrow money and capitalize a leasing company. Unlike, say, an automobile leasing company, 

which rents a product, the West Alabama Health Services leasing company employed people—doctors, 

nurses, respiratory therapists, midwives, and other professionals—whom it rented to underserved 

communities. The idea was that the leasing company would be able to guarantee a salary to its health 

professionals, thus attracting them to West Central Alabama. In turn, the community clinic would use 

patient revenues to make lease payments to the West Alabama Health Services leasing company. Lease 

payments would then be used to repay the Foundation loan.  

The concept was unique to the area, and no other funders or lenders would participate. However, the 

project had two crucial factors working for it. First, the organization and its director, James Coleman, 

have a long history of delivering on projects. Second, the organization had an unusual form of collateral. 

In the event that West Alabama Health Services could not meet payment on its note, it pledged revenues 

from the Greene County Racing Commission, which oversees the dog tracks that are extremely popular 

and lucrative in Alabama. 

PRIs to Guarantee Student Loans 
In earlier days, the Foundation used PRIs to guarantee loans that enabled deserving women and minority 

students to attend medical school to become health professionals. The United Student Aid Funds, a 

recipient of grants from the Robert Wood Johnson Foundation since the mid-1970s, made loans to needy 

African-American, Native American, Hispanic, and women medical students. By 1982, there were enough 

defaults on these loans that the United Student Aid Funds was worried that its reserve fund might be 

depleted. It requested a grant from the Foundation to increase the reserves. However, the Foundation did 

not feel that grant funds were appropriate, and agreed to provide the United Student Aid Funds a $3 

million interest-free PRI to be used as a reserve against default on the student loans. The PRI was repaid 

and closed. 

Hybrid Grant-Loan Arrangements 
Although mechanisms that combine elements of grants and loans are not specifically loans, they do bear 

a sufficient resemblance to PRIs to merit discussion. These hybrid options are relatively new to the 
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Foundation's work. "Recoverable grants"—non-interest-bearing funding instruments—are one of these 

mechanisms. The Primary Care Development Corporation received a recoverable grant. Similarly, the 

Foundation has made grants to organizations that have, in turn, used the money to establish revolving 

loan funds. The NCB Development Corporation does this to provide pre-development and bridge 

financing to organizations constructing affordable assisted living facilities, and the Southern Rural Access 

Program does it for the purpose of increasing access to primary care in rural areas of the South. 

THE PRIMARY CARE DEVELOPMENT CORPORATION 

In 1993, the Foundation awarded the New York City-based Primary Care Development Corporation, or 

PCDC, a $1.5 million grant and, in 1996, a $300,000 recoverable grant as part of an ambitious multi-

foundation effort to establish a new agency whose goals included developing 40 new or expanded 

primary care centers and increasing the ability of health care providers and staff to effectively run these 

centers. A total of $35 million from a variety of public and philanthropic sources supported PCDC's 

operations, $17 million of which came as a grant from New York City to establish a pre-development 

revolving loan fund. PCDC would eventually have access to more than $250 million in municipal bond 

financing for the primary care centers; in addition, PCDC provides a wide range of technical support 

services to the staffs of the centers. 

The recoverable grant helped PCDC pay personnel and other costs while it waited to receive financing 

and fees it had charged its clients for its services. The fees were to reimburse PCDC for the staff time and 

other expenses associated with helping clients obtain loans. Under the terms of the recoverable grant, 

PCDC would begin repayment of the principal 16 months after its award. It would pay the Foundation 

10 percent of its positive cash flow starting in June, 1998, and the monthly payments would continue 

until the principal was fully repaid.  

By the end of 1999, PCDC had helped to expand or build 28 health centers, representing a total 

investment of $100 million. However, the nature of the financing it carried out had changed 

considerably. Most notably, there was an increased demand for smaller loans. Loan requests from 

smaller, less experienced organizations require much more assistance in helping clients understand and 

prepare financing applications. Also, smaller agencies, with less of a track record, have less chance of 

getting financing than larger, more established applicants. Thus, more PCDC staff was needed to spend 

more time providing technical assistance to agencies that had less chance of actually getting funded. 

Since fees are paid only on projects that are approved, the revenues received fell well short of projections. 
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In 1999, the Foundation agreed to forgive the recoverable grant and thereby waive the repayment of the 

funds.  

NCB DEVELOPMENT CORPORATION 

In 1992, the Foundation authorized a national program called Coming Home, and it gave the NCB 

Development Corporation, the national program office, a $6.5 million grant to develop model affordable 

assisted-living facilities for low-income and frail seniors in rural areas. The NCB Development 

Corporation used $4.3 million, or about 70 percent of its grant, to establish a revolving loan fund. This 

fund had originally been conceived as a source of permanent financing capital that organizations would 

then leverage with other forms of permanent financing. 

As the Coming Home program developed, however, it became clear that the loan funds would be better 

spent in a project's early stages on market research, planning, and other predevelopment work. Banks 

generally are reluctant to provide loans for these purposes, especially to nonprofits with little real estate 

experience. Yet they are critical. David Nolan, the director of the Coming Home program, noted, "These 

costs can easily reach $125,000 and very few not-for-profit community-based organizations have that kind 

of money to risk. But without spending that money, no project would ever happen. It was the classic Catch-

22 situation, but one that the revolving loan fund could remedy."4 So the plan shifted and the revolving 

loan fund was used to enable nonprofits to borrow money in order to pay for feasibility studies, marketing 

surveys, other pre-construction costs, and bridge financing to prevent delays between different stages of a 

project. According to Nolan, the revolving loan fund has helped produce 330 affordable assisted-living units 

and leveraged nearly $32 million in equity, secondary financing, grants, and conventional debt for eight 

projects. 

SOUTHERN RURAL ACCESS PROGRAM 

In 1997, the Foundation funded the Southern Rural Access Program to help build the institutional and 

leadership capacity necessary to improve access to basic health care in eight of the nation's most 

medically underserved rural states. In part, the program provides grant funds that can be used to establish 

revolving loan funds designed to help rural doctors, other providers, clinics, and hospitals gain better 

access to capital financing sources.  

Virtually all the projects started in early 1999, so information about the program is limited. However, two 

states, South Carolina and Arkansas, have already approved more than $4 million in loans, and the 

projects have been able to secure matching support from a variety of sources, including the U.S. 
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Department of Agriculture (Arkansas, Louisiana, South Carolina, and West Virginia); state government 

(Louisiana and West Virginia); private philanthropy (West Virginia), and community development 

financial institutions (Arkansas and Mississippi). All the projects intend to work closely with the private 

banking community, and to leverage additional capital resources from it.  

An interesting feature of the Arkansas and Mississippi projects is the selection of not-for-profit intermediaries—

the Arkansas Enterprise Group and the Enterprise Corporation of the Delta—that know economic 

development and capital financing in distressed rural communities and are now adding health care lending. 

These organizations' knowledge of capital financing, and their strong working relationship with federal 

financing sources—including the Department of Agriculture, the Small Business Administration, the 

Department of Treasury's Community Development Financial Institution program, and the New Markets Tax 

Credit Initiative, which was just passed by Congress—could create some interesting models in the next several 

years. 

CONCLUSION 
Twenty years and $35 million later, what can be said about program-related investments as a way of 

carrying out the Robert Wood Johnson Foundation's mission—or, for that matter, any foundation's 

mission? What lessons have been learned, and what changes should be considered?  

    First, PRIs are an appropriate, and underused, mechanism for foundations. 

Loans allow a foundation to finance nonprofit organizations that want to build or renovate real property 

or to attract health professionals to underserved areas. Although traditional lenders are often not 

interested in taking a chance on such high-risk borrowers, this is exactly the kind of risk-taking for the 

public good that philanthropic organizations were designed for.5 

In addition to making capital available for projects that are otherwise unattractive to commercial lenders, 

PRIs have been shown to enhance the financial skills of the nonprofit organizations that borrow money. 

Negotiating and managing PRIs have provided them the experience on which to build subsequent 

projects. PRIs that enable small nonprofit organizations to buy a building also give them a sense of 

security, since they no longer have to worry about rent increases or finding new space if a lease runs out.
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    Second, the Foundation's experience has demonstrated that nonprofit organizations, even struggling ones, do repay 

loans on time. 

The repayment record of the nonprofits has been excellent. As commercial lenders see that nonprofits 

pay back their loans on time, they are likely to be more willing to support projects at earlier stages of 

development.  

    Third, PRIs are difficult for both foundations and the organizations seeking loans.  

For a foundation, PRIs are time-consuming, require a great deal of paperwork, and have legal and 

financial implications (such as due diligence requirements) that grants do not require. Foundations are 

not generally set up to operate as banks, but PRIs put them in the position of acting as bankers. PRIs also 

raise ethical issues: for example, can a foundation, in good conscience, foreclose on a failed loan to a 

nonprofit organization doing good work? 

For an applicant, gaining access to foundation loans can be difficult. Negotiating a loan agreement 

requires time and skills that many nonprofits may not possess. On top of that, on any single project an 

applicant may have to juggle financing from several sources, each with different terms and conditions.  

    Fourth, the terms, such as interest rates and length of a loan, are sometimes onerous; flexibility should be built in. 

In a number of cases, interest rates fell nationally afer PRIs had been made, and loans could be obtained 

on more favorable terms than the Foundation had been able to offer. However, borrowers were locked in 

to the terms that had been negotiated earlier—and had since become non-competitive. In addition, a 10-

year repayment period might have been too short, given the length of time it takes to develop the loan 

programs and the high cost of maintaining them. Making loans that bear no interest and have longer 

repayment periods—20 to 25 years, say—would alleviate these problems. In addition, consideration should 

be given to reducing stringent matching requirements, without compromising the Foundation's interest 

in leveraging other funds.  

    Fifth, PRIs should include some grant funding for marketing, technical assistance to borrowers, and loan 

administration activities.  
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Generally, the cost of aggressively marketing the loan program, hiring a staff to help organizations apply 

for loans, and servicing the loans was not taken into account when the repayment terms were negotiated. 

These are legitimate expenses that benefit borrowers and insure that the PRIs are maximized and used as 

intended.  

In its two decades of experience with PRIs, the Robert Wood Johnson Foundation has tried a variety of 

approaches. They range from the relatively simple, such as gap financing for Our Community Hospital 

in rural North Carolina, to the more complex, such as pooling applicants for tax-exempt bond issues in 

the Community Health Facilities Fund and supporting a company that leases health professionals in rural 

Alabama. Even now, the Foundation is trying new hybrid approaches that combine grants with loan 

financing. There does not appear to be a single model that works best, and perhaps that is an advantage. 

PRIs can, and should, be flexible enough to meet the needs of borrowers and the marketplace. 

Notes 
1 Internal Revenue Code section 4944(c) as summarized by J. Weiser and F. Brody, Introduction to Program-Related Investments, 
http://www.brodyweiser.com/articles/IntroPRI.html. 
 
2 J. Weiser and F. Brody, Introduction to Program-Related Investments, http://www.brodyweiser.com/articles/IntroPRI.html. 
 
3 North Carolina Foundation for Advanced Health Programs, Assessment of Practice Sights: State Primary Care Development Strategies 
Program, unpublished report to the Robert Wood Johnson Foundation, 1999. 
 
4 J. Alper, "Coming Home: Affordable Assisted Living for the Rural Elderly," To Improve Health and Health Care 2000: The Robert 
Wood Johnson Foundation Anthology  (San Francisco: Jossey-Bass, 1999). 
 
5 However, federal law requires banks to make credit available in communities where they have branches; they should not be 
allowed to abdicate this responsibility. 
 
TABLES 
10.1  Program-Related Investments of the Robert Wood Johnson Foundation 


