FUNDING COMMISSION
Paper 6 — Trusts and Foundations — Findings and Emging Recommendations

Between June and September 2010 the Commissiorspetleight papers on its website on
different aspects of its work. Comments were inviv@ these papers. The emerging
recommendations in the papers have subsequentiydmended as the Commission’s thinking
developed. However, the findings in the papersaiarhuch of the evidence on which the final
report is based. Details of all those consultednduthe preparation of the papers are given in
Annexe 2 of the main report.

This is the sixth paper to be published by the Cassion (August; revised September 2010) — on
Trusts and Foundations.

1. Introduction

1.1 The paper uses the following framework:
» Dimensions of trusts and foundations
- Descriptionstypes, growth, variety
- Funding levels, significance, size
- Investing and Spendingapital endowment, spending, impact investing
- Strategisingapproaches, causes, priorities, implicationsrarfcial position
- Collaborating ACF, Intelligent Funding Forum, Woburn Place @bbrative,
joint funding
- Grant makingoutcome funding, monitoring, evaluation, learning
- Managing and governingstaff turnover, performance, role of trustees,
composition of boards, strategic reviews
- Ending spending out
» Special cases
- Community Foundations
- Benevolent Societies.

2. Descriptions

2.1The Association of Charitable Foundations (ACF)sube following classification:
* General independent foundation: national/UK
» General independent foundation: local, regionglaochial trust
* Family foundation
» Company foundation
* Community foundation
* Fundraising grant-maker or broadcast appeal trust
* Benevolent fund and similar
» City livery company foundation and associated gust
* Membership funded grant-maker
2.2The world of trusts and foundations is sometimedieed as a series of cottage industries
— each fiercely independent and idiosyncratic. Tiheyefore do not like to be told what to
do, although increasingly there seems to be int@retiscussing and sharing good practice
and strategy, particularly under the auspices ®@fthsociation of Charitable Foundations
(ACF), as well as more specialist groupings, suctha Environmental Funders Network.
This independence is also valued by the sectdf;iitsghe words of one interviewee: ‘thank
the lord for trusts and foundations’.



2.3The importance of this income source to the saxdanot be stressed too much. In
particular it provides funding which is:
* independent
* potentially long term
* more free than government or Lottery funding fromegsures of public and media

scrutiny

» therefore, able to take more risks, support manewvation and fund work that may be
unpopular

» therefore, particularly important to those peopilgt tare furthest from mainstream
concerns

» responsive to the organisational needs of civilefgorganisations (CSOs); for
example, funding for organisational development piaseered within the trusts and
foundations world.
2.4Trusts and foundations can also use their indepered® speak to government, drawing on
the experience of their grantees, as well as tafigtheir own perspective on issues of
concern to them. At the same time, it is a diveesgor that can sometimes be resistant to
change.
2.5Some trusts and foundations are more constrainegdduyorigins — for example, those
established to distribute money raised through Pppeals are dependent on the broadcaster
(and in turn on their own financial and regulatposition) and corporate foundations may
be dependent on the continuing profitability andfapport of the company. Recent events at
the Northern Rock Foundation and the four Lloyd8 Feundations are evidence of this.
Fundraising trusts and foundations, such as commtomindations and others above, also
have to have regard to how their donors want flaeits to be spent (donor advised funds),
as well as how their funding decisions are perakimere generally by those they are
seeking funding from; this can mean they are li&s$ylto fund ‘unpopular causes’ than the
more independent trusts and foundations.
2.6 Some argue that there are too many small trust$camalations, which are both ineffective
(because their grants cannot impact sufficientlyrmir cause) and inefficient (because their
management and administrative costs are dispropately high or they are run in an
unprofessional way). One ‘solution’ put forwardadress this is to establish umbrella
donor advised foundations for particular areastdrest, such as women (on the lines of
ROSA) or climate change (European Climate Foundgatie. using the same model as a
community foundation, but for a community of intgtgather than for a geographical afea.
2.70n the other hand, trusts and foundations are goritant vehicle through which
philanthropists give tax effectively, and can beemngaged in their giving; what is
important is that people in this position are aw@frthe options they have for giving and
have access to information and advice on what tatest effective and efficient grant
making, so they can choose the approach which & appropriate for them.
2.8Issues
* Is it desirable for more trusts and foundationbédormed or should more
philanthropists follow Warren Buffet's example a¥igg through an existing
foundation? This question links to the papers ahvidual Giving and on Commercial
Support.

 How aware are people about the ease with whichrsopal trust can be established
through Charities Aid Foundation (CAF) or how dodaected funds can be managed
through a community foundation or, less commoriyptigh an umbrella trust?

» If the costs of investment management rise, ccédet be economies of scale to be
achieved through having more funds pooled?

! Lindsay Driscoll and Peter Grant, ‘Philanthropyttie 2£' Century- a discussion paper prepared for the Hogor
Treasurers Forum, published by Cass Business sdbibplUniversity, 2010.
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» Philanthropy UK has developed a simple form fotisgtup a charitable trust with the
help of Bates Wells Braithwaite and the suppothefCharity Commission, should this
could be reactivated and promoted?

* Should CAF, Community Foundation Network (CFN) &@F simply be encouraged
to promote these options more widely?

3. Funding

3.1 Statistics about funding of CSOs by trusts and flagions are complicated by the fact that

not all trust and foundation grants are to chari(@me are to individuals or statutory
bodies and some are to other CSOs e.g. universitiegspitals) and not all grants to
charities are from trusts and foundations (a spralportion are from other charities, such as
the British Heart Foundation and Macmillan Cancgp®rt). The NCVO Almanac (2010)
estimates that trust and foundations and granhgieharities gave £1.7bn to charities in
2007/08, with by far the major part coming fromstisiand foundations. However, overall,
trusts and foundations made grants of £5bn.

3.2The £1.7bn went to almost 27,000 charities andksrdawn as follows:

* Micro (less than £10k turnover)  £13.4m (0.8%)

e Small (E10k to £100k) £92.9m105)

e Medium (£100k to £1m) £443.7m (26%)
* Large (E1m to £10m) £570.6m.53838)

* Major (more than £10m) £583.9m (34.3%
e Total ,EQ4.0m (100%)

3.3Significance as a funding sourtén terms of causes, no single cause (or sub-gector

receives a majority of its income from this soumé)ough this may not be the case for
specific organisations:
» The causes or sub-sectors most dependent on thisesof income are:
- Community development (19% of total income) anérinational (18%)
- Umbrella bodies (18%)
» Conversely, those that are least dependent are:
- Employment and training (4% of total income)
- Health (5%)
In overall terms, trusts and foundatioastributed 4.8% of the sector’s income in
2007/08. Over the last seven yearsgtaportion has remained fairly constant rangingnfro
4.8% to 6.7%. However, the importancéhed income source to the sector is far greater,
since it represents an independent saofréunding. For trusts and foundations themselves
it is income which they can use as thesh to respond to changing circumstances and
needs.

3.4 Assets NCVO estimates that UK charities holds net tatdets valued at £96.6bn and free

reserves are worth £46.7bn. Two thirds of theseta$£62.9bn) are held by grant making

2 NCVO Almanac data, in the main, relates to chasitexcluding housing associations, faith groupslet associations,
independent schools and those charities that dradependent of government, such as NHS charities.

% Of the remaining £3.3bn, £2bn went to statutagaaisations and individuals and £1.3bn to othetspaf civil

society e.g. universities

* Analysis of total income from ‘voluntary sectorfding gives an indication of which parts of thetee benefit most
from trusts and foundations. The analysis inclidesme from other charities; NCVO has no reasdpelteve that this
pattern is fundamentally different from that of gtsafrom trusts and foundations.
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organisations (including those that make grantadwiduals, such as benevolent societies)
and the sector held endowments totalling £23.8(200v/08, much of which are held by
trusts and foundations. These assets are conaahtrathe largest organisations, such as
Wellcome Trust (£14.8bn), Garfield Weston Founda(i3.7bn) and Leverhulme Trust
(E1.6bn); the top 10 grant makers hold 31% of geets of grant makers and the biggest
105 grant makers hold 50% of the assets.

3.5 Definitions The terms ‘trust’ and ‘foundation’ tend to be diseterchangeably, although
there is a legal distinction between the two, whitdans that whereas all foundations are
trusts, the reverse is not the case. A more impbdistinction to make when considering
issues relating to investment and spending (se&oBed), is between:

* Endowed foundations, whose endowments may be:

- Permanent i.e. trustees are required in law to taiaithe value of their capital
asset ‘in perpetuity’

- Expendable (= the majority) i.e. trustees haverdigmn as to whether to
maintain value, use part of their capital for garar projects or ‘spend out’
(see Section 9).

* Non-endowed foundations, which depend on a revetraam to make grants e.g.
from a company as an annual donation or divideMlappeal, public fundraising or,
in the case of a specialist intermediary, likeoeising Association Charitable Trust,
from other trusts and foundations.

3.6 Another important feature of trusts and foundatitmiear in mind is that relatively few of
the 8800 trusts and foundations have paid staftlaathe majority rely on one or two part-
time employees or voluntary work by trustees. Fenmrtiore, the top 500 foundations (5.7%)
spent £2bn pa on charitable causes in 2008/09%&¢fall grant making) When making
recommendations about trusts and foundationstliigefore important to distinguish
between those that might only be relevant to thgelatrusts and foundations and those that
might be relevant to them all.

3.7The current financial context presents importamlenges to those trusts and foundations
that have experienced a drop in returns on their imwestments. The scale of public
expenditure cuts, and the dependency of so marmitiesaon public sector contracts, also
raises important questions about the role of trastsfoundations over the next few years.
For example, the Wolfson Foundation has recenthpanced a major grant towards the
upkeep of cathedrals, as a direct response toaksla public funding for this cause;
others, however, would be resistant to substitutingovernment funding in this way.

3.8Issues

* The quality of financial and other data about swstd foundations is very poor.
ACF is planning to expand its own survey of membergddress this, but should
ACF and NCVO explore ways of improving the quadityd quantity of data about
this type of funding?

4. Investing and Spending

4.1 The income which trusts and foundations receivéheir investments is tax free — and the
original endowment would have been paid out oftaxencome; there is therefore an
important issue about the degree of public accduiittathey should have in return for this
benefit.

4.2Under the Charities Act, the trustees of a trugbandation have a duty to ensure that the
funds entrusted to them are invested well and spelitin order to promote public benefit.
There is considerable debate about what ‘well’ ,sa@arnhis context. As the Heron

® Grant making by UK Trusts and Charities, ACF amFCJan 2007. NB This figure excludes the Big LittEund,
but includes all forms of voluntary sector granting (see 3.1 above)
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Foundation in the US has stated: ‘The issue isuhather private philanthropy has done

well but whether it can do better.” The two maisuiss for endowed foundations are:

« What proportion of the capital endowment shouldpent on grants (or loans) each
year?

* How far should the capital endowment be investedaaimise financial return, as
opposed to social return?

In practice, the two issues need to be censdltogether, not only because they need to be

viewed in the context of overall strategye(Section 5), but also because there are potential

trade offs between the two, if the approadten to investment generates a lower

financial return and therefore reduces thewamhavailable for grants.

4.3 The issue of how much to spend each year on giatsnetimes presented as a choice
between the interests of future generations ofriatiebeneficiaries and the interests of the
present generation. Some argue that the gravityaoiy of the problems society faces, such
as climate change, mean that we owe it to futunegions to take action now; whereas
others argue that other issues, such as peaceihdxo Ireland, have only been progressed
through having a sustained approach over 30 years.

4.4 Nevertheless, there is a view that trusts and fatiods could and should be spending more
of their income. Lindsay Driscoll and Peter Grastsvey of 21 foundations concluded that
whereas the average pay out was 5.42% over fives yiee mean pay out was 3.5%. If the
mean pay out was increased to 5% (= the requirgdpirate in the US) and applied across
all endowed foundations, they estimate this wontateéase charitable funding by 31.5%
(=£1bn pa). However, they recognise the argumegamat this approach and, therefore,
conclude that the issue should be further lookdsy afovernment.

4.5Diana Leat, on the other hand, argues that thesitipo of a fixed percentage on the US
model would not be acceptable or desirable indbistry. In her paper for ACF on this
issu€, she makes the point that, on the available eeilghis not at all clear that a required
5% payout rate on the US model would make any ndiffarence to foundation average
spending in the UK. If there are foundations ‘haagdfunds unnecessarily, then the issue is
one of regulation by the Charity Commission rathan new regulation. The paper
concludes that ‘rather than force foundations atone size fits all’ required pay out rate, if
there is to be a requirement imposed, it shoultbb&8undations to thinkabout how much
they spend relative to their mission, and thenrtwiple a clear rationale for their decision.’

4.6 Another important aspect of the spending debatether to provide some funding in the
form of loan or quasi-equity finance (assuming ygoverning document permits it) , rather
than grant; as discussed in the CapitalisationSouial Investment paper, this can not only
help CSOs build up their capital, but also enablésundation to recycle its funds.

4.70n the issue of investment, Margaret Boftdiscusses a number of different terms used in
the US and UK (sometimes in different ways) to déscdifferent approaches to ‘social’
investment. Some of the approaches she discusdadennvesting capital in ways that:

* support the common good i.e. avoiding ‘sin sto¢kggative screening)

» are consistent with your charitable purposes ueidang investments which are
counter to your mission and finding investmentschithielp promote your
mission (positive screening)

o directly support the work of CSOs that promote ycharitable mission

4.8The critical issue for foundations, particularlp$e with permanent endowments, is how
confident they can be of achieving sufficient finah return to maintain the value of the
endowment i.e. what level of risk they are prepaoeike. Flexibility can be another issue,
as some ‘social’ investments may not be so easyalse as listed investments. In practice,

® Lindsay Driscoll and Peter Grant ibid
" Red Herrings and Real Issues; maximising publieekie not (mandating) payout, Dr Diana Leat, AGEper 2010
8Foundations and Social Investment by Margaret Bo2006
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most foundations that invest directly in CSOs willy invest part of their capital in this

way, perhaps only 5%, so the issue of risk andilkty will not be so significant. What is

important is that all trusts and foundations shdwdde an investment strategy that clearly
sets out their approach to these issues.

4.9 A number of examples of these approaches havethednn the US and a few trusts and
foundations in the UK, e.g. Esmée Fairbairn Foundaind Tudor Trust, have been
pioneering investment in CSOs, but they are séithymuch the exception.

4.10 Issues
» Decisions about investing and spending need takentas part of a trust or

foundation’s overall strategy for pursuing its noss not least because a decision to do
more social investment could increase or decrdasarnount of funding available to
make grants, as well as potentially increasing changagement with these issues is
an important part of the governance of the orgaimisabut is not always fully
discussed. Is there is a need for more informai®to why these different forms of
investment have not taken off in the UK? The Consioiss Paper on Capitalisation and
Social Investment already contains a recommendatiathis issue (se box below)

* Do most trustees still believe that their primaggponsibility is to maximise financial
return, despite the guidance from the Charity Cossioin, which recognises the scope
for a ‘blended value’ approach?

* Most trustees outsource the management of thesinvent portfolio to investment
managers, working to an agreed asset managematagstr In the UK, at present, most
investment managers are unwilling to investiga@awenture capital and other forms
of unlisted investment. Do trustees engage sufftbren investment performance?
Some argue that incorporating social, environmeardl governance issues into
investment decisions has been shown to help ratdktlcand may even lead to better
investments, which outperform non-ethical investtsre trustees reluctant to
change investment managers or to engage in thasesiswhich are perceived as too
complex?

Recommendation 1 in Capitalisation and Social Inveésient paper — Using existing funding to
help capitalise the sector

Background

* Most CSOs are under capitalised; income and experdire very closely matched, leaving
them vulnerable to changes in public policy or ficial down turns, and their reserves for
development or working capital are much lower tttacommercial sector, making it
difficult for them to compete or to withstand lgg@yment regimes

» Trusts and Foundations are an important sourcemdteéd capital for CSOs and, by funding
the full costs of projects, providing core graras dapacity building and funding on a longer
term basis, can help capitalise the sector, paatiguwhere the provision of debt finance |n
isolation is not viable

» Trusts and Foundations are in a position to comefgrdebt finance, funding those aspedts
of the investment where there is no financial retgsome are also in a position to take
higher risks with their own investments, than contia investors — and a few are now
doing this as a way of furthering their mission.

Proposal

* ACF should secure funds to carry out a survey ofect trust and foundations’ grant
making practice and use the results to help devblegrant making and social investmer
initiatives and approaches outlined above

—

‘A Legal framework for the Integration of Envirommtal, Social and Governance Issues into Institatio
Investment’, Freshfields Bruckners Deringer for UNEinance Initiative, 2005
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Target beneficiariesall civil society organisations with resourcepd# from micro organisations
(< £10Kk) reliant on low levels of individual donatis).

5. Strategising

6

5.1There are key decisions that any trust or founddtis to make about both its approach to,
and the focus of, its grant making. Further detsiilthe questions that have to be addressed
are given in the Annexe.
5.2These choices and decisions will require considerddébate and heart searching by the
trustees and staff, especially in the current fa@renvironment. In order to steer through
them all, they are likely to need the following:
* An agreed set of values

» A shared view and interpretation of the common gwbith they are seeking to serve

» Agreement about how far they want to achieve angsinpact

* Good information, e.g. what has been learned frosmipus grants, on which to base
their decisions

* Recognition that desperate times may call for dedépeneasures, but also to be
realistic about what impact can reasonably be aelie

5.3The few, larger, trusts and foundations (see 36)dcbe encouraged to adopt the following
type of framework for a funding strategy:

* What is the trust or foundation in business to A4t#ch cause(s) and types of CSOs
should it fund?

* How best to deploy assets to accomplish the migeitimee most effective and efficient
way?

* Types and extent of funding to be provided to imdlral CSOs

» Degree of support for building the capacity of sd-sector(s) in which the CSOs
operate

» Degree of support for helping develop the finansiatainability of the sub-sector(s)

» Degree of support for campaigning and advocacy wwdddress the causes rather
than the symptoms of social and other problems.

5.4Issues

* There is no right answer to all the questions @Ahnexe, but there are effective and
less effective ways of addressing them. The kayei$ss how best to encourage trusts and
foundations to grapple with them in a considereg in& to choose rather than to drift
and how best to encourage the larger ones to takatagic view of the way they fund
their bit of the sector?

» Should ACF develop a set of questions which all&inger trusts and foundations could
answer as part of a strategic review, buildingrendquality standards work it has already
done? Given the current financial position, couldFAbe more actively promoting the
importance of trusts and foundations funding capgdmiilding/infrastructure, investing
in ways of helping generate income and supportarggaigning work?

Collaborating

6.1 As well as working through the ACF and its varicnigrest groups, such as the one on
Criminal Justice, some of the larger trusts anch@fations are also involved in the
Intelligent Funding Forum, convened by ACF andBh@ Lottery Fund (see National
Lottery and Effectiveness papers), and in the WiolRlace Collaborative (WPC), which is
committed to collaboration and to promoting soclange.



6.2Members of WPC have now developed, or are currel@leloping, over 50 different
projects involving two or more funding partnersarange of different themes covering
philanthropy, bridge building, civil society, eneirment, mental health, migration and
refugees, mission connected investment, poverigppreform and criminal justice, rural
communities, violence against women, young peoptecdder people.

6.3 Examples include the Young Foundation’s recent vaorkinmet need (Sinking and
Swimming (2010)), which was funded by c15 foundagiache Corston initiative on Wome
in Prison; and Diana Leat’s book ‘Just Change atsgies for increasing philanthropic
impact’. As well as providing joint funding, thesetworks also provide a valuable
opportunity for sharing best practice and learriiogn each other’'s experience. Less
commonly, they provide a mechanism for trying tihuence public policy e.g. on criminal
justice issues, where the combined experience eltfrom the trusts and foundations’
grantees, provides a strong evidence base.

6.4 Groups like London Funders also promote cross sagitking between trusts and

n

foundations, public sector funders, National Lott@nd others. This can be a valuable way

of improving understanding and developing partnessh
6.51ssues

» Should trusts and foundations collaborate more gaernment in the current financial

climate? For example, are there ways in which ttayhelp CSOs make the changes
necessary to survive (mergers, greater use of tdatpyy, new systems for delivering
personalised services)? Or should they focus momoo-government interests e.g.
through funding more ‘cuts watch’ campaigns orrali¢ive approaches to service
provision?

» Should they develop a joint working capital funchedp CSOs with the cash flow
problems inherent in payment by results and layengats? (see case study below)

* Where there is more than one funder involved céead’ funder approach be developed

to reduce transaction costs for the grantee?

Case Study: Refugee and Migrant Justice (RMJ)

Following a change in the Legal Services Commissimiling model, whereby providers are onl
paid when cases are closed, RMJ experienced seaghneflow problems because of the nature g
their complex and lengthy cases. This has receoityributed to their closure.

A group of foundations are in the early stagesxpl@ing options for addressing the need for
working capital which this funding model necesgsatiogether — Baring Foundation, Diana
Princess of Wales Memorial Fund, London Legal Supprust and Trust for London along with
Social Finance.

Three of the barriers to overcome are the need el developed business plan to put to pote
investors when asking for working capital, the n&edeffective financial reporting and invoicing
to support payment claims and the need to meentbeest payments involved. The trusts are clg
that it is unfortunate to be put in the positiorhefping organisations deal with the consequente
funding arrangements put in place by governmentfyging expertise and some, limited, fundi
to the table in the short term, trusts and foumaatican help CSOs find a way through these
complex challenges.

However, in the medium term, the trusts involveteltfeel that the funder who is purchasing a
service should be responsible for providing theessary cash flow. The trusts are also, therefor
in discussions about this with the Ministry of Jestand the Legal Services Commission.

—_—
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7 Grant making

7.11ssues relating to grant making strategy are dssdisn Section 5 above and the Annexe.
Paper 3 on Effectiveness also covers a numbesoéssabout bad and good practice in
grant making raised by David Carrington and othassyell as the issue of administrative
costs. Generally, the Commission’s perceptiohas, tas a result of mechanisms like the
Intelligent Funding Forum and the wider work of AGke quality of grant making has
improved considerably in recent years. There isenfiocus on outcomes, proportionate
monitoring and learning from grantees’ experienkere is also more ‘engaged’ funding
where the funder takes a wider and more proacppecach to the various ways they can
help the grantee succeed and more interest innghl@arning. Application processes are
increasingly on line and better use is being mdaew technology.
7.21ssues
* Inthe current financial climate, there are somecdT issues to highlight including:
funding redundancy, maternity and sick leave c¢ostsnding up grants and not always
clawing back under spending; and providing worktagital. Should ACF'’s set of
guestions suggested in Section 5 above embrace ploass?
* As well as encouraging shared learning betweemstarsl foundations, is there also a
need to extend this to other bodies, such as tsed®eh Councils and different parts of
government?

8 Managing and governing the organisation

8.1Most trusts and foundations have small staff teantsmany have very low staff turnovér.
This can make it difficult to get new blood into @manisation. Similarly, many of the
trustees of trusts and foundations stay in thesitpms for a long time and trustee boards
tend not to be very diverse or have user represent&ome of the Commission’s
interviewees also suggested the performance ofdrotips of people needed to be
improved. Some trusts and foundations have fouatidhe way of doing this is to recruit
some new trustees; newly appointed CEOs have békred with this process. ACF has
been seeking to address these issues throughetetieation programmes.

8.2The role of being a trustee of a trust or foundattovery different to that of an operating
charity. There is, usually, no fundraising to baeland there are relatively few employer
responsibilities. A particularly important dimensiis that of ensuring the organisation’s
capital, on which it depends, is well invested.,Yieappears this is one role which tends to
be neglected, since trustees prefer to get invalvélde detail of grant making instead of
holding those responsible for investments to actoun

8.3 According to ACF, all too often, most of the trieteare only too happy to leave investment
issues to the one or two trustees with experiemt¢led area. Yet if the organisation is
considering social investment, it is even more irtgott that the trustees as a whole engage
in the debate about how best to approach it, pdatily since it may be necessary to change
investment managers in order to bring about amiffeapproach (see 4.8). In fact, one of
the main reasons why boards are often reluctagptore social investment is because of a
lack of confidence, and consequently a tendentetdsk averse in this aréaACF has
issued guidance notes and has been running semiitar€CLA on Effective Endowment
Management in order to begin to address this iSBuere is also a need for trusts and
foundations to recruit more trustees willing to age critically with investment strategy.

19See article on interviews with 10 CEOs of leadimgndations by Richard Gutch in Trust and FourmatiNews,
Autumn 2008

™ The issue of risk averse trustees is highlighteBldth Breeze’s report ‘Investment Matters’ on dgaasset
management for the Institute of Philanthropy (2008

9



9

8.4The other main role of the trustees is to set theall strategy. As indicated in Section 5,

this is becoming ever more important and should b®jor focus of board discussions.

8.51ssues

» The main issue identified is how best to increasefinancial literacy of trustees, so they
are more confident in engaging in discussions almaistment (see Recommendation
on this issue in Paper 1 on Capitalisation andé&davestment). This is all part of the
more general issue of what governance means iaralé&tion.

Ending

9.1 There can be a tendency for trustees to preocdwgyselves with how to keep the trust or

foundation going, whereas it may be more appropf@tit to spend out its capital. This
could be because the trust was formed in the mewofaxyparticular individual and with the
passing of time memories of that individual and tthay stood for has faded e.g. the
Princess Diana Memorial Fund, or it could be aslenithe trustees make, like the Tubney
Trust, following the death of their founders, toximaise their impact over a fixed period of
time. It may simply be a sign of success — the a¢érde been reduced. ACF has issued
guidance on ‘Spending Out: learning lessons franetlimited grant-making’.

9.2Issues

» ltis still relatively rare for a trust or foundati to ask itself this question, although
some, like the Joseph Rowntree Charitable Trustheskselves this question every 10
years as a matter of course. Should this becomdate practice for all trusts and
foundations, as part of the set of questions iir 8teategic review? (see Section 5)

10 Special Case 1 — Community Foundations

10.1 Community foundations are a particular categoriyrusts and foundations, which,

because they raise their own funds and have afgpecial, geographical focus, give rise to
a different set of issues. In 2008/09 there weredimunity foundations, which between
them invested £66m in 20,000 community organisatemmd covered over 90% of the
country. At the same time, community foundationgpgurted locally over 1400
philanthropists with their giving strategies in ti&. As at March 2008, these individuals
and companies had committed £220m of long termitelfide giving to community
foundations and around 50% of the community fouodat overall grant making was on
behalf of these fund holders. Both grant making ematitable assets management have
doubled in the last five years and community fouioths are now one of the leading funders
in the community sector (Community Foundation Net&W@FN) submission to the
Funding Commission (2009)).

10.2 Following CAF’s negotiation of the original fundirdpallenge by the US Charles

Stewart Mott Foundation to community foundation3yme and Wear and Northumberland,
Cleveland and Bristol, the network has steadilyedigyed. In the early 2000s, community
foundations perhaps became too involved in managmvgrnment and lottery funds, rather
than generating new funds, but more recently, pagrly with the Esmée Fairbairn
Foundation’s ‘Time for Growth’ initiative in 200250and the Government’'s endowment
challenge fund in 2006- 2009, they have startetvog their charitable funding

significantly. The Esmée Fairbairn Foundation &titie targeted £1m over three years at 10
of the smaller community foundations, particulanyural areas, which had struggled to
grow. The (then) Office for the Third Sector EndoanhChallenge Fund (part of the
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Grassroots Grant initiative) provided £50m matcHungding for the development of

endowment funds.

10.3 Some of the most important developments have been:

* Increasing numbers of philanthropists joining tleards of community
foundations (as opposed to the ‘good and the great’

* New staff with marketing, commercial and servicetgeexperience becoming
involved

* Less focus on managing in and out funds and maesfon building relationships
with local philanthropists and companies

* Introduction of a quality assurance system whitimambers of CFN now have
to obtain as a condition of membership

* Development of more partnerships and profile

10.4 An important new development has been the invedtrbgra philanthropist, in
Localgiving.com, which is currently being piloteddawill enable every community group
in contact with its local community foundation t@rket itself, attract donations via its
community foundation, and network with other orgations. CFN’s vision is that, with the
help of this new technology, community foundatianl become centres for philanthropy,
providing advice to donors and applicants alikeydrere to give and how to get better at
telling their story to potential donors. In thispect, they are particularly well placed to
advise many of the smaller trusts and foundatiefexred to in Section 3 earlier about
potential causes to support in their area.

10.5 One of the particular attractions of community fdations is that because they are
charities themselves, they provide a mechanisrpdople to give to community groups that
are not charities, in a tax efficient way. Thiglsarly very relevant to the Government’s Big
Society agenda.

10.6 Issues
* How should community foundations (CFs) work withextparts of the sector locally

(e.g. local support and development organisatibB®Qs) like councils for voluntary
service)? The roles of community foundations an®QS are distinct, but there may be
a case for closer, more formalised, collaborathort (ecognising the potential conflicts
of interest this would involve) (see Effectivenpsgper).

* How can CFs best build relationships with businassd, small and medium enterprises
in particular, to benefit local communities and seaf? (see Commercial Sector Support
paper)

* What incentives could central and/or local governnpeovide to enable community
foundations to develop efficiently and effectiveyg. providing tax breaks or initial
running costs? (unlikely in the present financlahate, but see paper on Individual
Giving)

* What funding could other trusts and foundations/fg® community foundations to help
them develop, along the lines of the Esmée Fambdadundation’s Time for Growth
initiative? (see 10.2 above).

11. Special Case 2 — Benevolent Societies

11.1 Benevolent Societies, as their name irapéee one of the oldest and more traditional types
of trusts and foundations. In many cases, the ctexiatics of their beneficiary groups, and the
circumstances surrounding them, have changed crasi@, since the societies were first
established. Through having independent income, lage developed in relative isolation from the
rest of the sector and have therefore not alwagsikeouch with policy and organisational
developments. As a result, they can sometimes apjetéashioned and paternalistic in their
approach. However, as part of the charity sectdrvader civil society, they raise important issues
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concerning effectiveness, which, since benevoleciesies are grant makers, are addressed in this
paper rather than the Commission’s separate papEffectiveness.

11.2 NCVO estimates there to be 2200 benevolemtses with assets of £2.05bn. In addition,
there are a range of other non-profit or mutualshsas friendly societies, operating in the persion
and life assurance areas with assets consideraigr Although these organisations are grant
makers and funders, their beneficiaries are indaisl rather than CSOs.

11.3 Some benevolent societies, such as IndepeAderand the Teachers Benevolent Society,
have modernised radically in the last few yeawe (sase study below). They have tried to ensure
they focus their resources on the most needy iregoan line with the public benefit test (whilst
recognising the limits imposed by their charitabitgects), and have been pursuing equality and
diversity policies in the way they extend supporpotential beneficiaries.

Case study — Independent Age

Some of the key changes made by Independent Agelieen:

* Analysing all the needs of their beneficiaries, just their financial ones

» Deciding where they can add most value, rather theussing only on financial support of
‘doing a little bit of everything’

* Researching their beneficiaries’ entitlements agl@ihg them access benefits

» Working in partnership with other CSOs to providafgrant services for their beneficiari

* Involving volunteers more in their work and intraithg a dedicated volunteering strategy

* Developing their staff to introduce a higher legétaseworker skills and knowledge of
benefits and the social care system

» Using the experience of their beneficiaries to infand influence government policy

» Reviewing eligibility criteria and the levels ofhfincial assistance they provide in the ligh
of these other changes and in line with public Berequirements

» Strengthening their governance and expertise.

[
(7]

—+

11.4 The two main umbrella bodies for these tyges@anisations are the Association of Charity
Officers (ACO) (for benevolent societies) and thesdciation of Mutuals (for friendly societies).
Both have tended to operate on very few resoumg$ave consequently had a low profile.
However, ACO now shares offices with ACF and, tfaes there could be opportunities for greater
collaboration between the two.
11.5 A recent initiative, ‘Benevolence Today’, ilviag 35 benevolent societies under the auspices
of ACO, began the process of ‘bringing the benaviadector closer to the charity and social sectors
and away from its relative position of isolatiom’their report: they highlighted the potential for
improving signposting and referrals through moiatjwork, as well as the potential of new, non-
grant, services. The Turn2us search engine dewtlop&lisabeth Finn Care is a good example of
these developments. However, Benevolence Today isnger being supported by ACO.
11.6 Issues
» Are the, very considerable, assets of benevolengses and other similar organisations
being used in the best interest of their benefesaor should more of these organisations be
following the example of Independent Age and othembers of the Benevolence Today
initiative in considering whether there are morfe&tive ways of assisting their
beneficiaries?
* Would these organisations benefit from becomingaianembers of the ACF ‘family’ and
thus getting access to the range of support thdt éiters for increasing the effectiveness of

12:Benevolence Today: help for people in need- Fiegbrt 2007-10’, London 2010
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its members or should they be considering themselsesocial welfare charities and
focussing their resources in that direction?

12. Emerging Recommendation

The role of trusts and foundations over the conpi@god is going to be more important than ever.
It is therefore particularly important that theyintain a strong focus on how best to deliver public

benefit. To do this, they need to ensure they hlageight governance arrangements, as well as the

right strategies for their particular beneficiaries

EMERGING RECOMMENDATION — Making the most of the in come and assets of trusts
and foundations

Background

Trusts and foundations cover a wide range of diffeent types of organisation, including
endowed foundations, community foundations and bewelent societies, which betweer
them hold around £63bn assets; most of these assate concentrated in a relatively
small number of organisations. The quality of dataabout trusts and foundations is
very poor considering their importance as a fundingsource.

All trusts and foundations, of whatever type, are equired to demonstrate that they are
using their funds to achieve public benefit and thie trustees have a duty to report on
how they do this

Trusts and foundations represent a very important @rt of the ‘funding mix’ for the
sector, especially in the current financial climateMost, but not all, of the larger trusts
and foundations have well developed strategies ftwoth investing and spending their
funds; however, there are a number of ways in whiclgood practice could be further
developed and disseminated.

Proposal

Trustees should develop and publish strategies faletermining how they invest and
spend their funds and how they manage the relatiohgp between investment and
spending

Their investment strategies should consider the pential for different types of social
investment, whilst also taking account of issues ok and flexibility

Trustees should ensure they have appropriate overdit of their investments, so they
can be satisfied they are being managed appropridte

Boards of trusts and foundations should review whéter they have the right range of
skills and expertise for effective governance, inagtling oversight of investment strategy
The good practice developed by some benevolent s@s in widening and
modernising the way in which they assist their beriiaries, should be disseminated to
all benevolent societies and similar organisations

All types of grant funders (including Research Counils) should share knowledge and
information to identify and promote good practice.

NCVO, CAF and ACF should work together to improve he quality of data about
trusts and foundations.

Benefits Larger trusts and foundations

Funding Commission
September 2010
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Annexe — Questions for a grant making strategy

1. Approach to grant making
Some of the questions to address are:

Proactive or reactive?

Spread widely or focus narrowly?

Project funding or core funding?

100% of costs or just a contribution?

Symptoms or causes? Prevention or cure?
Longstanding needs or new needs?

Ongoing approaches or innovative approaches?

A few big grants or lots of small grants?

Established CSOs or emerging CSOs?

Long term programmes or time limited programmes?

In most cases the approach adopted wsldmee kind of compromise between these
two extremes, but underpinning the choicepproach should be a strategic view of
what the funder is trying to achieve.

2. Focus of grant making

Some of the questions to address are:

Which beneficiary group(s)?

Service delivery or other activities e.g. inquirieampaigns?

Direct activities or capacity building/training?

Scaling up small organisations or backing morebdisteed ones?

Front line organisations or infrastructure bodies?

Funding activities or investing to help generatmime?

CSOs or statutory bodies? I.e. which is the begst tf organisation for
delivering the trust’s mission? (it may not neceigsée a CSO — see Paul
Hamlyn Foundation’s work with schools and librarsesl the Hunter
Foundation’s work with the Scottish Executive).

Again a combination of these is the most{ileitcome.

3. Financial context

These choices become particularly chgiley in the current financial context, when
there will be reduced income and incedademand. Some of the choices to be made are:

Focus on those who are hardest hit? e.g.

Geographical areas

People e.g. those on benefits or unemployed?

Types of CSO e.g. medium sized organisations tieab@ing squeezed?
Types of activities likely to be hit hardest emgfrastructure bodies, arts?
Types of work that is likely to struggle to get éling e.g. campaigning?
Help CSOs adapt to the new world e.g. through fogdnergers,
restructuring, investment in new technology?

Provide working capital to assist with cash flowlgems resulting from
payment by results and late payments?

Decide to spend more on grant making than usuahteocyclical funding)?
Agree to fund non-statutory services if the staithadvaws?

Explore new ways of doing things, using resourcesenareatively?

How far to adopt a campaigning role?

14



