
Conference Call Telephone Meeting

September 11, 2002

Called To Order 5:02 p.m. EDT

Peter P. M cCan n, presid ent, pres iding. A lso attend ing: Vice  preside nts Janet  Klug, A nn Trigg le, Roger  Schne ll;

Secretary Lloyd de Vries; Treasurer Nancy Clark; Directors-at-Large Ron Lesher, Ada Prill, Steve Washburne;

Immediate Past President John Hotchner; Executive Director Robert Lamb; Controller Scott Frazier; Project

Manager Dennis Gilson; Society Attorney Virginia Eisenstein; representing the American Philatelic Research

Library, Trustee Ken Lawrence.

Absent: Director-at-Large B ob Zeigler.

Resolutio n mov ed and  read b y Clark ; second ed by P rill:

Whereas the PNC Bank has agreed to provide the American Philatelic Research Library a construction

loan in the amount of $1.5 million for the development of Phase 1 of the American Philatelic Center at 367

Phoenix Avenue, in Bellefonte, Pennsylvania;

Whe reas the  PNC  Bank r equires p ledged  investm ents in the  amou nt of $1.5  million as  collatera l for this

loan; and

Whereas it is in the interest of the American Philatelic Society for the project to proceed in an expeditious

manner; and

Where as the Am erican Philatelic Re search Libra ry has requ ested the A merican P hilatelic Society to

pledge up to $1.2 million of its investments as collateral for the loan; and

Whereas the American Philatelic Research Library has agreed to execute a Judgment Note in favor of the

American Philatelic Society in that amount to be due and payable in the event of a default of any payment

by the American Philatelic Research Library to PNC Bank.

BE IT THEREFORE RESO LVED that the Directors of the American Philatelic Society authorize the

Executive Director of the Society to pledge eligible investments up to a maximum of $1.2 mill ion to PNC

Bank as collateral for this loan.

BE IT FURTHER RESOL VED that the Directors of the American Philatelic Society authorize the President

of the Board of Directors and the Executive Director of the Society to sign any documents required by the

bank in connection with this loan.

BE IT FURTHER RESOL VED, that this authorization is conditioned on the agreement by the American

Philatelic Research Library to cause a portion of the American Philatelic Center to be leased to the

American Philatelic Society for its headquarters and operations in accordance with previous practice and

procedure.

Resolve d this Ele venth d ay of Se ptemb er, 2002  by the B oard o f Directo rs of the A merica n Philate lic

Society in  lawful se ssion. 

Lamb: After nearly three years, the APS/APRL are able to move ahead with the Match Factory. The architect has

plans drawn u p, bid forms have be en distributed to 14 construction firms.

The APRL has approved not only its version of the resolution, but also a space commitment to the APS and a

judgment note.



PNC Bank has approved the loan, based on the submitted pro forma, but asks that as collateral we pledge a

portion of our a ssets against it.

If the resolution is approved, we can start construction on Phase I in early November and have occupancy by

early Ju ly 2003 . 

Lamb cannot imagine a realistic situation for default. The two organizations have combined liquid assets of $4½

million. A default would mean the Library would fall behind in its monthly payments, which at its highest point

is $6,533 per month. D onations by mem bers for the Match Factory  are running twice that. Also, if a default were

imminent, there are a number of very generous members who would step in to help.

A more realistic issue is whether Phase I will be profitable. Lamb says yes. By conservative estimates of earnings

and general estimates of expenses, it would begin making money by 2005.

In February, Lamb said that the APS/APRL could not afford to develop the property, but the picture has

improved since then. The APS/APRL has reduced its exposure in the market substantially and has an operational

budget that is once again in balance. This is a sound, affordable plan for developing the project; the APS/APRL

now cannot afford not to develop the property.

For example, one civic group is looking for space, and is seriously interested in renting space in the building, but

because of the Match Factory delays, is thinking of going elsewhere. It is clear that if the APS/APRL does not

move ahea d, it will begin to lose its tenant prospects.

The APS directors' fiduciary responsibility is to get going with this project. There is money tied up in it, which

needs to be put to work ; there are prospective tenants, who w ould shortly begin looking for alternatives; there are

financial institutions that would question whether AP S/APRL  is a reliable business partner; and there are

supporters  in Bellefonte w ho wou ld question the c omm itment.

There are members who have given generously in the expectation that work would begin soon.

Klug: O bjects to tele phone  meetin g on the o penne ss issue, an d pred icts muc h heat. It's leg al but no t ethical.

Asks about half-point origination fee; doesn't see that on the Pro Forma.

Lamb: Yes, there will be a half-point origination fee. Not on Pro Forma because it would come out of the amount

of money that would be received from the loan.

Klug: So it's $1.5 million minus $75,000?

Lamb: Yes.

Triggle: In the audit report, APRL has more unrestricted funds than APS, three to four times as much. Why does

it have to borrow from APS?

Lamb : That's not correct.

Frazier : Muc h of wh at is there is e quity in the  presen t building . It's not liquid, a nd thos e assets a re not in

investments.

Schnell: Asks when the application for the construction loan was made.

Lamb: About three weeks ago.



Schnell: Why was this resolution not brought up in Atlantic City August 14th? Or even the fact that the

APS/APRL was applying for one? It should have been brought up at an open meeting so it could be discussed at

that time.

Second, the present building is worth $2.5 million?

Lamb: It's on the market for over $3 million; conservatively, could say $2½ million.

Schnell: Why can't that building be the collateral for the construction loan?

Lamb: Bank said the building was like a national monument; it could not foreclose on the present building

without creating ill will among the APS membership. Instead, it wanted something more liquid.

Schnell: So the current building has no value as collateral, even if APS/APRL wants to get a 30-year loan on the

site? The same principle would hold up.

His concern is that there will be a shell completed in June of next year, which is not rentable space, does not have

any partitions completed: Won't be able to charge rent. Until that's completed, you can have an occupied rentee.

APS /AP RL is goin g to give th em a sh ell. They're  going to h ave to p ay for the  partitions , or the A PS/A PRL w ill.

You can't rent an emp ty shell. Partition construction takes 3-4 months.

Gilson: The b uild-out for the ten ants will begin on  or about M ay 1. The b uild-out will occu r in accorda nce with

negotiated lea ses with the ind ividual tenan ts. The negotiation s on the wor k will affect the ren ts charged. E xpects

that will take about two months. Expects rentable space by July 1.

Schnell: There's evidence that partitions, electricity and water can be installed in two m onths?

Gilson: All of the electrical and mechanical work, based upon a generic floor plan, will have been done by May 1.

Schne ll: Can tha t building  be used  as collater al for a 30 -year m ortgage ? How  are AP S/AP RL goin g to get the  $1.5

million back?

Lamb: The bank says yes, informally. At this point, have not gotten in detail into the permanent financing,

concentrating on the first phase and getting tenan ts by next summ er.

Schnell: Your  estimate is partitions  done and  tenants in by A ugust?

Lamb: Occupancy expected as early as July.

Schne ll: And th e buildin g could  be used  as collater al?

Lamb: Tha t's what PNC says.

Regarding the earlier question of why not brought up in Atlantic City: In August, the Building Oversight

Committee asked the developer to explore funding options. It was only two weeks ago that the developer came

back a nd said  this loan a rrange ment w ith PNC  was the  best dea l.

Schnell: M ost develop ers develop  a project and  either lease it back  to the owne r or sell it.

Lamb: De velopers can do a ran ge of services. The APS/ APRL w ants its developer to find and m aintain tenants.

Staff does not want to get into the business of managing the tenants, and would look to developer for that, too.

Klug: A sks for ex planatio n of wh y the Life  Mem bership  and Ins urance  Fund s are not in volved . 

[Hotchner depa rts]



Lamb: Have been looking at unrestricted fixed investments from the Society. Insurance Fund has $600,000 of the

fixed income total of $1.6 million. The Life Membership Fund is $362,000 of that, and the Tiffany Fund is $51,000,

but restricted.

The bank does not require the designation of which funds are being pledged. The pledge is against the total pool

of fixed income investments. If in this really, absolutely impossible-to-conceive eventuality of a default, and

APS/APRL had to draw down these investments -- and there are a number of other recourses, and touching any

of the investments is an absolute last resort —it could be done so that no Life Membership or Insurance fund

mone y wou ld be tou ched. 

Klug: But they are part of the pot of fixed income money that is being pledged.

Yes, but the total available in fixed income m oney of the APS is $2,04 8,000. It is not accurate to say that Life

Membership or Tiffany Endowment Fund money is being pledged.

Klug: But it's still the sam e pot.

Washburne: It's like a home improvement loan. It's not everything you own.

Klug: Un derstand s that.

McCann: If you subtract the pledged amount, the total available is still more than the Life Membership and

Insurance Funds.

Lamb: No, it isn't, but the APS would then transfer $100,000 to make it so.

McCann: Could you specify what funds would not be touched?

Triggle: Could you specify which funds are eligible?

Lamb: Which funds are eligible isn't the bank's business. That could be a separate motion. Would have to transfer

$100,000 from equities to fixed income, but doesn't want to move the money now in case of a remote eventuality.

Clark: That's a good addendum.

Klug: We just raised due s, but we said that it was not because  of the Match Factory, and  here we are pledg ing Life

Membership money.

McCann: Not really, but agrees it would be perceived as such.

Lamb: Agrees to an addendum as a subsequent motion.

Triggle asks Clark: Has the Finan ce Comm ittee made any findings on this?

Clark: It was not presented to them.

Triggle: Why?

Clark: W as talked ab out in genera l. Doesn't think Co mmittee w ill have a prob lem with it.

Lam b: Finan ce Com mittee h ad de tailed dis cussion o f the Pro F orma  in the Jun e mee ting, and  there ha ve only

been slight changes since then.



Clark: Thought Triggle was asking about this specific proposal, which the Finance Committee has not seen. They have

reviewed the Pro Forma as a possible method and were comfortable with it. There have been few changes in it since then.

Schnell: Concerned because APS puts up $1.2 million and already loaned APRL $370,000, and APS has no control

of the money. APS has given that control to the Library. The Library has raised the APS' rent by 20% in the

present budget. If APS/APRL were all one big happy family, he could understand it, but has misgivings about

giving that m uch mo ney out w ithout retaining co ntrol of it.

McC ann: AP S and A PRL are  really muc h more fina ncially intertwined  than some times is though t.

Lamb: Increase in rent due to increases in the amount of space used by the APS and in maintenance of the present

building. As the building gets older, maintenance goes up. Also, in recent years, APS has been taking more space

from APRL, which increases the rent for the APS. The Internet Sales Unit and Education Department came

entirely o ut of form er Libra ry spac e. APS  subsidiz es the Lib rary he avily, giv ing it lots of co ntrol.

McCan n asks for other comm ents.

De Vries calls the question.

Klug: N ot really co ncerne d abou t phase  one of P hase I, do esn't really  think ther e's a chan ce of de fault, but  is

concerned about the balloon payment at the end, when APS/APRL still owes $1.5 million. It doesn't bring us

closer to Phase II. Will still be in debt for $1.5 million, don't know how that's going to be financed or what the

collateral will be for Phase II, which is the part everyone really wants. Expects $300,000 a year more in debt

servicing. Where is the money going to come from?

Lamb: Has given thought to next stage, but it's premature to talk about those plans. The developer is working

hard o n that. 

It's not true that this does not get APS/APRL closer to Phase II. Phase I includes all site preparation costs (paving

the parking lot, removing fences, landscaping, and security lighting for the entire site), subsidizes main project by

a little mor e than $ 500,00 0. That m akes it ea sier to dea l with the n ext pha se. 

It also takes $1.5 million in costs off the entire project, making it much easier to deal with the next phase.

He expects to present to the Board a proposal for Phases II and III in early 2003.

Schnell: Won't outfitting the space require additional money from the APS?

Gilson: Roug hly 20%  of the $1.5 m illion is contingency. D epending  on how m uch space  the tenant is taking , its

requirements and its ability to pay, the tenant can be required to pay rent in advance or pay different amounts of

rent. But it's premature to discuss this until in negotiations with tenants.

Schnell: But the APS may have to come up with additional money other than the $1.5 million.

Gilson: Doesn't think so.

Lamb: No, a reasonable amount for tenant build-out is included in the plan, so long as the tenant wants a plain-

vanilla office.

Schnell: The q uestion is answ ered. Ther e's enough m oney in the $1 .5 million so that if the ten ant needs h elp with

the partitions, the APS/APRL won't have to borrow more money.

Lamb: Exactly.



Washburne: APS/APRL will need to raise funds to finish the project, and will need to hire a new Director of

Develop ment. Is any thing happ ening with tha t?

Lamb: No. Have had two development directors, neither raised enough to justify an in-house office. Fund-raising

is going very well now. He recommends retaining a firm to do it, rather than another individual, but he feels that

is prem ature n ow. Fu nd-raisin g has just b egun, a nd is do ing quite w ell.

Have received $59,000 for the Match Factory this year as of Stampshow, and expects that amount to grow.

Members are stepping forward, and he expects that amount to continue growing.

McC ann: Agr ees APS /APR L needs p rofessional help  on this, but thinks hiring  a firm is mu ch more e fficient.

Question called again.

Triggle, de Vries, Clark, Prill, Washburne, Lesher in favor; Klug and Schnell, opposed. Motion passes 6-2.

McCan n indicates he would ha ve voted yes.

Triggle moves: "In the event that it becomes necessary, neither the Life Membership nor Insurance Funds will be

used to satisfy the pledge." (Language as subsequently revised by Eisenstein, Lamb, others.) Seconded by

Washburne.

Passed unanim ously. McCan n indicates he would ha ve voted yes.

Lamb: Mailing this week will include artist's rendering of Phase I that it is a building of which the Society can be

proud. Will make sure that Building Oversight Committee (McCann, Clark, Lamb, and Charles Peterson, APRL

president) monitors the project progress and  that the Board will know qu ickly if there are any problems.

McCann asks that the results be announced immediately in a press release and on the APS Web site.

Lamb: Tried hard to have proposal ready for Atlantic City.

McC ann: W ants to m ake tha t clear in the  press rele ase. All a re in favo r of open ness, bu t sometim es need  interim

telepho ne me etings. A lternative s would  have b een a sp ecial me eting in Sta te Colleg e or wa iting for the  meetin g in

Biloxi.

Triggle: Is this meeting a matter of public record?

McC ann: Ye s. Asks E isenstein if B oard n eeds to c onfirm  this teleph one vo te in Biloxi.

Eisenstein: No, this is a duly-constituted meeting.

Lawrence: Should say in the press release the proposal to do this kind of funding was presented at the APRL

trustees meeting, but didn't have specifics then. As soon as both Boards got the specifics, it was acted upon.

Klug: Explains why  she voted against resolution: Phased d evelopment m akes it very difficult to plan for future

financia l requirem ents of this p roposa l, and the re still isn't an ex it strategy. If  there is so m uch con fidence  that this

is going to work, then there would be no need for an exit strategy, so doesn't understand why there is so much

resistance to one.

De Vr ies: Isn't one e xit strategy  to bail out a fter Pha se I? Since  we do n't yet hav e the pla ns, we're  not nece ssarily

going to go on  to Phase II. The  exit plan is we c an get out afte r Phase I.



Lamb: Agrees, there are different exit points and different exit strategies as the project progresses, and there is an

exit strategy any time a majority of the Board says "We want to get out of the project." The Board just tells the

staff, and the staff develops the exit strategy.

Washb urne: Ag rees. Also thinks  once this building  is completed , it can probab ly be sold at a p rofit.

Klug: Then why not a planned exit strategy? In an exit strategy, you plan for things you hope will never happen.

De Vries: Plans change week to week, month to month.

McCann agrees, the strategy would vary. No one on the Board wants something bad to happen to the Society, and

if the Boa rd sees th at some thing dr astic is goin g to hap pen...

Klug: When do we decide something drastic is going to happen? At what point do we allow our financial reserves

to dwindle before we realize there's a problem.

McCann: Finance reserves are not dwindling. When they do start to dwindle, there will be a problem and the

Board will have to deal with it, but must see where we are when the problems start to happen.

Prill: Finance Committee should be involved in oversight, in addition to the Project Oversight Committee.

Klug a grees. 

Prill: Don't need to call it "exit strategy," just that Finance Comm ittee will be monitoring this.

Clark: If we e ver do nee d this "exit strategy," a grees that w hat Klug w rote in e-ma il of Septemb er 8 is quite

appropriate: "The exit strategy and parameters for same shall be developed jointly by the Finance Committee and

Project Ove rsight Com mittee in consu ltation with the A PS Execu tive Director, Co ntroller, and Pro ject Mana ger to

conserve and protect rem aining assets if the project falters."  

McCann asks that Clark bring up to the Finance Committee the possibility of needing an exit strategy at various

stages.

Klug: Formal motion?

McCann: Not needed.

Triggle: Sense of the Board?

McCan n: Yes.

Law rence: P ersona lly believe s chanc e of any  sort of "fina ncial ear thquak e" com ing from  the AP RL is ve ry sma ll.

There are other possible problem s that could threaten the Society, too. Suppose the fed eral court in New York

accepts Greg Stolow's lawsuit against the APS. There's no "exit strategy for the Stolow lawsuit, for example, if he

were to win a $10  million judgment. Why  do some peop le keep harping on this issue and no t others?

McCann: Notes that Clark has the sense of the board on oversight by the Finance Committee.

Lamb: Have taken very positive step today that will help with all the constituencies -- members, tenants, financial

institutions. Doesn't want tern "exit strategy" used; too negative.

General a greeme nt.

McCann: Board will ask Finance Committee to monitor with periodic review.

No objections.



Washb urne to Gilson : Will the eyesore s on the other sid e of the tracks be  demolishe d in Phase I?

Lam b: The Society is already in con tact with the Borough ab out the proper timing for this.

Clark moves to adjourn, Klug seconds, passes unanimously, 6:08 p.m. EDT.


