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- Introduction

The desire to help humanity and promote the welfare of
others is common amongst most individuals around the
world. As a result, many wealthy families spend a significant
amount of time and effort on philanthropic activities.

Globally, 39 countries are home to over 260,000
foundations with assets exceeding USD$1.5 trillion.!
Over the past two decades, there has been tremendous
growth in this sector worldwide. There has been a
recent flourish of foundations in Europe, with 50% of
those in Switzerland and 69% in Spain less than 20
years old. The number of French foundations have
more than doubled between 2001 and 2014. Previous
to the enactment of Regulation on Administration of
Foundations in 2004, China's foundations were public
and government-run. However, since 2004, private
foundations have been the fastest growing segment and
almost 65% are now private.?

Individual giving from people from all socio-economic
backgrounds is increasing globally; and it is now greater
than institutional giving in most countries.® This is

not only a strong testament to the integral role that
philanthropy plays in our society, but also the high
levels of commitment by individuals and families to
charitable giving.

Philanthropy differs from charity, in that the former
encompasses each single aspect of one's charity and
can create true impact when strategically focused

and framed. Charity is typically seen as a generous

act or donation to aid others, while philanthropy is the
overarching blueprint that combines each act of charity
into meaningful change.

Each individual and family's approach to philanthropy is
unigue and as a result requires a customized solution.
Additionally, philanthropy comes in many forms of giving
- time, treasure, and talents — and actions can include
volunteering and mentoring, donations, or even serving
on the board of a philanthropic organization.

Some families may have a more passive approach to
philanthropy — for example simply making reqular
charitable donations — while other families may be more
active and run their philanthropy like a business venture.
For families that do the latter, it is crucial they do so in

a measured way, focusing on the areas they care the
most about, and considering all the issues that come
with active philanthropy. Regardless of the approach,

all families should spend some time thinking about the
following four topics whether they are beginning their
philanthropic journey or are somewhere along the way.

+ Strategic development;

« Compliance and infrastructure;
* Implementation; and

+ Monitoring and evaluation.

The purpose of this paper is to help families think
strategically about their philanthropy while providing
some key topics and a range of options to consider. It

is not meant to cover every topic or issue a family may
encounter in their philanthropic journey, but rather to be
used as a guide to help families frame and inform their
philanthropic approach.

! Johnson, Paula Global Philanthropy Report: Perspectives on the Global Foundation Section. Cambridge: Harvard Kennedy School, 2018
23 Worldwide Initiatives for Grantmaker Support (WINGS). (2018, January). The Global Landscape of Philanthropy. Retrieved from http://wings.issuelab.org/

resources/29534/29534.pdf
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Strateqgic development

Legacy and mission

Wealthy families believe their philanthropic activities will
help create a family legacy — a way to be remembered by
both the extended family and the community. Although

a family's main philanthropic purpose is to help others,
many also see it as a way to convey how they intend

to make the world a better place. A mission statement
articulates the philanthropic purpose and principles that
guide a family's charitable work to create this legacy.

By discussing a family's shared beliefs
and values, how they distinguish
themselves from other families,

and what they want to accomplish, Families should.think about what motivates t'heir
members can determine areas or philanthropy, ywth the undgrstgndlng that th|§ may
. change over time. The motivations behind philanthropy
causes that are most important to are often many and deeply personal, whether they be
them, areas they are already giving to,  from experience, faith, heritage, sharing of success, or
and the specific needs of the chosen  something else. However, it is important that families
community or region.“ have a complete understanding of the motivations
behind their philanthropy so they can focus on the
overall mission. By discussing a family's shared beliefs
and values, how they distinguish themselves from other
families, and what they want to accomplish, members
can determine areas or causes that are most important
to them, areas they are already giving to, and the
specific needs of the chosen community or region.*

A mission statement that is too broad in scope can lead
to ambiguity and ineffective use of family resources -
i.e., trying to solve all the issues that affect a particular
community. Conversely, a mission statement that is too
rigid may severely limit the use of family resources and
not allow for innovative ideas or nimble deployment.

* Philanthropy in the Family Office: A Global Perspective, Global Family Office Community and Hammer & Associates, 2015, Suzanne Hammer with
Elaine Gast Fawcett.
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This discussion is a wonderful way to start engaging a
family's younger wealth owners, or next generation of
family leaders with the family’s mission.

According to The National Center for Family Philanthropy
(NCFP), a US-based nonprofit philanthropic organization,
“the best family philanthropy happens when every
generation has a seat at the table.” Its study on family
philanthropic trends found several benefits of bringing
all generations together, including:

+ Families develop deeper ties through giving and
philanthropy;

+ Families learn to work more effectively with individuals
of different ages, beliefs, and experiences;

* Young people bring older family members up to speed
on new technology, media, and communication; and

+ The next generation becomes advocates for their
family's philanthropy and generosity.>

Giving guidelines

Giving guidelines are an extension of a family's mission
statement. It is the lens for deciding what will be funded
and how.® These guidelines include the areas and
causes that will be the focus of a family's philanthropy
as articulated in the mission statement and the means
available to facilitate the family's philanthropic giving.

The giving guidelines for a more active philanthropic
approach may also include an annual giving budget

and a five-year giving projection. Updated annually,
these planning tools can be used to help a family set
reasonable expectations for the amounts or time to be
donated, the percentages to be donated to each area or
cause, and any amounts to be set aside for discretionary
funding by the family. These tools can also be used to
measure the actual giving against those expectations
and to help the family plan for future revenue streams
and granting expenditures.

There are several vehicles available to families to help
facilitate their philanthropic giving, including: direct
donation to nonprofit or non governmental organizations
(nonprofits), the use of a donor advised fund (DAF),
establishing a supporting organization, establishing a
private foundation, and establishing a limited liability
company (such as the Chan Zuckerberg Initiative). Each
of these vehicles have varying degrees of compliance,
with various advantages and drawbacks. Additionally,
one or more vehicles can be used simultaneously as they
are not mutually exclusive.

Direct support of nonprofits

Direct support of a nonprofit through direct donations
is the most common philanthropic strategy. It provides a
family with the most control over the nonprofits it wants
to support. Some countries offer tax advantages for
making donations to certain tax-exempt organizations.
For example, the Singapore government is incentivizing
community giving through a 250% tax deduction for
cash donated to charities registered as ‘Institutions

of Public Character'. Additionally, Swiss residents may
write off 100% of donations made to charities located in
Switzerland, up to 20% of the donor's net taxable income.

While the tax incentives may be attractive, many
philanthropists make donations to organizations or
causes that do not qualify for deductions. Depending

on the jurisdiction, donations to foreign-based charities
may limit or prohibit any tax deduction. A KPMG survey
of 60 countries revealed that 48 countries allow a tax
deduction only if a charitable contribution is donated

to a local entity. Of those 48 countries, 60% have
additional restrictions that require the funds to be

used domestically. Other countries may have additional
stipulations for charitable donations to qualify for tax-
deductible status. For example, in Romania donations can
only be granted based on an agreement which specifies
the amount and the scope of the donation. If the funds are
used for any purposes other than what is specified in the
agreement, the donation may not qualify for exemption.’

S Opportunity of a Lifetime 2.0: Multigenerational Family Philanthropy, National Center for Family Philanthropy, 2017, Kylie Musolf and Danielle LaJoie.
¢ Philanthropy in the Family Office: A Global Perspective, Global Family Office Community and Hammer & Associates, 2015, Suzanne Hammer with Elaine

Gast Fawcett.

" Global Impact/KPMG Giving Global. "2018 Global Giving Matrix: Tax, Fiduciary and Philanthropic Requirements", 2018.



Families should also consider and agree on the form

of support to be provided directly to a nonprofit. All
nonprofits can take cash donations, however they are
not all equipped to accept publicly-traded securities or
other assets. Converting these to cash first and then
donating to a nonprofit is typically disadvantageous
from a donor tax perspective. It is therefore important to
work with the nonprofit and a tax advisor when thinking
about making non-cash donations.

For some families, privacy is of paramount importance to
their philanthropic approach. Providing direct support to
a nonprofit makes it more difficult for a family to remain

anonymous to that nonprofit.

Care should be taken to investigate any requlations
regarding which entities may receive donations -
regardless of the tax deductibility of those gifts. For
example, in the UAE, it is illegal to donate to unregistered
charities and fundraising groups.2®

Donor advised funds

DAFs allow families to adopt a more passive approach
to philanthropy as they can outsource much of the work
involved. It can also be a good way to supplement other
forms of philanthropic giving. Typically donors give funds
to a registered public charity that specializes in directed
donor funds. A donor fund is then established with this
organization based on the value of the assets donated.
The family can then recommend nonprofit grant
recipients. DAFs are most popular in the US but can be
found in various forms around the world, from the UK to
South Africa.

With this strategy, since the donations to the nonprofits
are made from the DAF, the recommending donor

can remain anonymous to the nonprofit and also the
wider public. However, if the donor does not want to be
anonymous, the recipient nonprofit can be informed
about the donor recommending the grant. Many DAFs
will also take a variety of non-cash donations, including
artwork, real estate, privately held stocks, and hedge fund
interests. With these types of assets, a DAF will typically
need a three to five-year exit strategy in order to sell the
asset, and there are other planning matters that must
be considered before the asset is donated. Additionally,
some DAFs will allow separate investment managers

to advise and make investment recommendations for
the donor account and allow for a portion of the DAF's
assets to be invested in alternative investments.

A DAF can be a good way to introduce philanthropy to
younger family members, as it can be opened with a
small investment amount and there is no time pressure
in selecting grant recipients or amounts to be granted.

Private foundations®

Private foundations — also known as family foundations
— are often best suited for wealthy families that make
significant philanthropic contributions; have the resources
and expertise to oversee the organization and comply with
the various rules; wish to have control over grant making,
investments, and operations; and want to provide a
long-term or perpetual family legacy. A family foundation
is also a great way to involve many family members, as
philanthropy provides a low-risk environment for them
to learn and grow. For example, younger family members
can participate in site visits to nonprofits, participate in
investment committee or board meetings as a non-voting
member, or be responsible for the granting of a pool of
discretionary funds. In this regard, the private foundation
can be an effective tool to bring together children and

8 "Everything you need to know about UAE's charity laws — and the dangers of donating to rogue sites." 3 July 2018. The National. Online Periodical. 9 April 2019.
<https://www.thenational.ae/uae/government/everything-you-need-to-know-about-uae-s-charity-laws-and-the-dangers-of-donating-to-rogue-sites-1.746623.
? Adapted from ‘Creating a family Foundation’ by Michelle Coleman-Johnson, Bourland, Wall and Wenzel, P.C., American Bar Association, GP-Solo Law

Trends and News, Estate Planning, Volume 2, Number 2 (February 2006).
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extended family members and help them develop skills in
asset management and governance, and to foster their
own philanthropic interests and experiences.

Private foundations are established by the creation of

a nonprofit entity under the country's applicable laws.
There are two types of private foundations — a private
operating foundation and a private non-operating
foundation. As the name implies, a private operating
foundation uses most of its assets to operate a
charitable program or provide a charitable service. For
example, a private operating foundation would use its
assets to run a mobile library providing free access to
books in rural communities or to run a soup kitchen that
provides free meals. A private non-operating foundation
engages primarily in grant-making activities and would
provide donations to nonprofits that would run the book
mobile or soup kitchen.

Private operating foundations may engage in grant-
making activities and private non-operating foundations
may engage in direct charitable activities but they are
distinguished by their primary function. In some countries,
like the US, there are differing tax advantages available
for donations made to each type of private foundation.

A private foundation gives a donor control over the
composition of the board of directors, grant making,
and investment activities. The foundation can make
donations on behalf of a family, thereby creating
efficiencies in the grant-making process as one
entity receives all donation requests. An objective
approval process around grant making can alleviate
pressure placed on family members by grant-seeking
organizations. Additionally, one source for all donations
allows for easier reporting of metrics with respect to
causes supported and amounts given.

While private foundations offer the widest array of
philanthropic-giving tools, they also require the most
time, effort, and resources to handle the compliance
requirements and the infrastructure needed to support
them. They are also subject to a number of restrictions
that must be monitored closely and adhered to.

Company with limited liability

Legal entities vary widely from country to country.
However, most jurisdictions have a form of company in
which liability of members is limited. These structures
range from limited liability companies in the US to
private companies limited by guarantee in the UK and
many former British colonies (such as Australia, Hong
Kong, and Ireland). In all cases the liability of members is
limited but the tax advantages of donations made from
the company to nonprofits may vary. Most countries
do not usually provide any tax benefit to members who
contribute capital to the company for later distribution
to grant recipients.

A company may give the owner(s) some level of
anonymity. Grant recipients will be aware of the
company making the donation, but not necessarily the
owner(s) of the company. However, many countries
require companies who wish to register as a charity to
publicly file this information.

Guidelines for investments™

Wealthy families typically have access to a wide range

of investment assets with varying risk tolerance levels
and benchmarked performance. However, increasingly
more and more are exploring social investing which has a
substantial impact on the overall strategic development
of their philanthropic approach.

10 Citi Private Bank, Why family offices are increasingly exploring social investment opportunities, 2018.



Social investments combine the aim of a financial gain
with an ability to serve the greater good and can be
thought of in terms of a spectrum of opportunities

— figure 1. At the indirect end of this spectrum is
responsible investing, which involves avoiding certain
companies, sectors, or countries owing to conflicts
with environmental, social, or governance (ESG)
principles. For example, higher level screens to filter
out companies whose production processes cause
environmental damage.

Sustainable investing — sometimes referred to as
ethical investing — by contrast, seeks out investments
that integrate a positive theme or set of specific ESG
standards. It may look at how companies affect the
environment; how they treat employees, customers,
and their communities; and how ethically and fairly
they are run.

The more direct end of the spectrum is impact investing,
in which investments aim to directly tackle social or
environmental challenges. Whereas both responsible and
sustainable investing are typically measured in terms of
their financial return alone, impact investing has a ‘double
bottom-line," in which the social and environmental
impacts are as important as the financial return.

Figure 1. Spectrum of capital*

The attraction of social investment is clear for those
families whose mission statement focuses on social or
environmental causes, as it allows them to use both
investment and grant-making resources to advance
their mission, thus creating greater or ‘double’ impact.
However, regardless of mission statement focus, there is
a trend for wealthy individuals and families to invest in
line with personal values —i.e., 'doing good’ — especially
given the attitudes, preferences, and engagement of
the next generation wealth holders who are increasingly
interested in sustainability, ethics, and human welfare.
Additionally, social investments have become viable
alternatives to traditional investments not only in terms
of performance but also the number of options available.

Investment guidelines via an investment policy statement
(IPS) or other governance documents should not only
outline the amount or percentage of investment a family
will allocate to social investments, but also highlight the
opportunities it wants to invest in along the spectrum
of opportunities. Families need to decide whether

they will invest in investments that are sustainable,
responsible, impact-oriented, or even a combination of
these. It is important for families to work with external
professional financial advisors to develop a portfolio that
aligns with their social and financial objectives. They
should also ensure that they are engaging with partners
who understand both the social impact and financial
components of portfolio management.
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* Citi Private Bank, Spectrum of capital, 2018
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Compliance and
iNnfrastructure

In many instances, families may want to engage third-
party professionals to help monitor and adhere to the
compliance requirements of philanthropic giving. For
example, tax experts can ensure the accurate and timely
filing of tax returns required of a private foundation.

While there are several strategies available for families
to facilitate their philanthropic giving, each has varying
degrees of compliance requirements. Typically, the
greater the compliance requirements, the greater the
infrastructure or active family involvement needed to
support this.

Best practice compliance

Practices and policies that are documented, reviewed,
and updated on a periodic basis tend to be more effective
and easier to administer. Not every practice requires
documentation and review, as that would lead to an
administrative nightmare. Typically, best practices should
be established for any areas of statutory compliance.

Families should consider some of the following
best practices:

» Advisory board: Similar to a board of directors, an
advisory board can be comprised of family members
or respected individuals that offer additional
perspectives and varied areas of expertise. Unlike a
board of directors, the advisory board does not make
decisions on legacy, mission statement, or nonprofits
to support, nor does it have voting rights. The role of
the advisory board is to provide input and perspectives
to help guide families; for example, review of the
mission statement, participating in the investment
review, or helping to determine additional best
practice compliance the family may want to establish.
Including the next generation of family wealth holders
on the advisory board is an excellent way to engage
them in the family philanthropy and serves as a
training ground in a ‘business environment.’

+ Mission statement review: Family members should
clearly set out a roadmap for their philanthropic
work based on shared purpose and principles in one
document which will provide clarity and avoid ambiguity.
The mission statement should be reviewed every three
to five years, as this allows the family to correct its
course as needed without making frequent changes,

which can lead to lack of direction. For example, as the
family wealth grows there may be additional causes that
the family wants to focus on and support.

+ Governance for board of directors: Some jurisdictions

stipulate certain requirements on the composition of
the board of directors in terms of number, resident
status, and roles. Typically, the more philanthropic
assets the board is responsible for, the greater the
number of board members needed. Families should
keep in mind that excessively large boards can be
ineffective and very small boards do not always have
a broader perspective. Having board members from
various disciplines and backgrounds brings more
insights, experiences, and perspectives to the table.
For smaller organizations, having only a patriarch and
matriarch as board members is not ideal if there is no
succession or dissolution plan in place.

Five-year giving projection: This planning tool should be
updated annually with a rolling five-year view. Families
can use the rolling five-year period to assess any future
granting requirements to plan in advance. Grants can

be staggered between years to ensure each year has
enough grant expenditures to meet the philanthropic
giving goals or statutory requirements. The giving
projection should take into consideration any required
distributions to be made from a private foundation and
direct support of nonprofits and DAFs donations that are
foreseen for the coming year. Tax carryforwards also
play a role in this projection and therefore families should
work closely with their tax advisor when preparing this.
The takeaway here is that the projection can help families
begin planning sooner rather than later.

Annual giving budget: As the name implies, this
planning tool should be prepared annually, in advance
of the coming year. It is predicated on the granting
expenditures outlined in the current year of the five
year giving projection. It should be updated quarterly
or semi-annually with actual amounts donated. It can
be segregated by each cause, focus, or segregated
geographically depending on a family's mission
statement. When updated with actual results, this
can provide a measurement against the goals set and
provides insights into the amounts of support for the
family's various causes or focuses. It can also help to
inform the following year’s annual giving budget.



+ Quarterly/semi-annual cash flow meetings: A cash flow
analysis is critical to running any business venture and
philanthropy is no exception. An understanding of short-
term and long-term cash flow requirements helps to
ensure there is sufficient liquidity to make grants timely,
especially when multi-year commitments have been
made to a nonprofit and specific charitable tax goals
need to be met by year end. Those investing the assets
need to have an understanding of granting expenditures
to ensure that assets are available and not locked up.

» Investment review: The investment goals, objectives,
and guidelines with respect to how assets are
managed should be documented in an IPS. As noted,
for families interested in social investments, the
allocation to social investments and the spectrum of
opportunities should also be included in the IPS. An
investment review should take place quarterly or semi-
annually to monitor performance and ensure assets
are managed in accordance with the IPS. This review
also allows for correction to the course of action as
needed without making frequent changes that could
lead to lack of true direction or guidance.

For private foundations, board members and those
charged with reviewing the investments should
understand any restrictions on investments that might
jeopardize a private foundation’s ability to carry out its
stated purpose.

+ Grantee application: A standardized grantee application
process has the advantage of reviewing each request
along the same criteria, which leads to a more objective
and efficient review and approval process. It should
not be required for every grant a family is considering,
especially for smaller monetary grants or general
operating support grants. While this is not an exhaustive
list, some criteria to consider in the grantee application
include, the nonprofit stats — e.g., name, address, tax ID
number if applicable, name of current board members;
a short narrative of the expertise the nonprofit has
within the cause or focus; other funders of the nonprofit;
grant amount requested and a budget proposal with
pre-defined expense categories; and expected outcomes
to be achieved by the grant.

» Grantee due diligence: At a minimum, a cursory level

of due diligence should be performed on any nonprofit.
This can be as simple as a check of the grantee's
charitable status or an online search to review the
latest news, favorable or unfavorable, about the
nonprofit." A determination of the financial health of
the nonprofit may be ascertained through a review

of its financial statements filed with the oversight
authority in their jurisdiction. These documents often
provide insights into the revenues and expenses of the
nonprofit, its liquidity and sustainability, transactions
with interested persons, and its governing body and
management. However, governments with a less
mature civil sector often do not require any financial
reporting from nonprofits. Smaller organizations in
these countries usually lack resources and without
government requirements, are not incentivized to
measure, track, and publish this information, leading to
a lack of transparency.”?

A more robust due diligence process could include
review of the organizational health of the nonprofit.
Through site visits, online research, and discussions
with the prospective nonprofit, inherent conflicts
can be uncovered, an assessment of the skill level
and experience of the nonprofit can be made, and
credibility of the nonprofit's board of directors can
be ascertained, as can an assessment of the strength
of its operational team — for example, finance, IT,
legal, etc.

Records retention policy: In general, an effective
records retention policy will ensure accurate financial
statement and tax return preparation. Taxpayers have
the burden of proof when it comes to documentation.
This holds true for individuals to substantiate
charitable donations and for private foundations to
substantiate receipts and disbursements or programs/
grants that carry out the exempt purpose of the
organization.

" Philanthropy in the Family Office: A Global Perspective, Global Family Office community and Hammer & Associates, 2015, Suzanne Hammer with Elaine Gast Fawcett.
12 Shapiro, R. A., Mirchandani, M., & Jang, H. (2018). Pragmatic Philanthropy: Asian Charity Explained. Palgrave Macmillan.
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Infrastructure

Compliance and infrastructure go hand in hand; the
greater the compliance required, whether statutory

or best practices, the greater the infrastructure
needed to support it. For example, an online grantee
application process will take IT resources to implement
and maintain, not to mention the time involved in the
review of the applications. Infrastructure is not limited
to personnel, and it can also include facilities, systems,
and technology components. The personnel component
may include professionals in legal, tax, accounting,
investment management, human resources, and those
with expertise in the fields of study that align to the
causes or focuses the family supports.

If a family is granting programmatic support to a
nonprofit, having an expert on hand is of critical
importance. For example, if a family’s focus is medical
research of a particular illness, it is important to have
an expert in that field to help with developing the
granting program objectives, reviewing the various
grantee proposals, and defining the milestones that
will be measured by use of grant funds. The drafting of
grant agreements or a grant agreement template should
involve legal counsel. Outsourcing these roles would
most likely reduce the need for the internal facilities,
systems, technology components, and the costs
associated with them.




As families begin to explore

new causes or begin to focus on
community or regional needs,
research becomes critical to decide
which nonprofit to support or whether
a private operating foundation will
take on the program itself.

Implementation is the process in which a family can bring
its legacy and mission to life. There are most likely some
nonprofits that families are already familiar with or that
they already support. As families begin to explore new
causes or begin to focus on community or regional needs,
research becomes critical to decide which nonprofit to
support or whether a private operating foundation will
take on the program itself. As mentioned, support can
range from volunteer work, to donations, to board service
and while each of these are important for nonprofits,
some may be more important to a particular nonprofit
than others. Thorough research should also include an
understanding of the needs of a nonprofit, as different
types of support are used in different ways by nonprofits.

Research

If a family already has some knowledge or expertise on
the cause or focus it would like to support, or is already
familiar with a nonprofit working within that space, the
required research is probably limited. However, for many
families this is not the case and therefore proper research
is necessary. This can begin with an online search of

the cause or focus a family is interested in supporting.
Contacting nonprofits directly can be helpful, as they
are typically willing to provide information not only on
their specific work with respect to a certain cause, but
educational material about the cause itself.

Contacting local community groups or local institutions,
such as research facilities within hospitals, colleges, or
universities, can also yield helpful information in the
research process. Collaborating with other funders

with the same focus is an ideal way to gain insights and
information. In this way, families may not have to ‘reinvent
the wheel and most philanthropists are willing to share
information and lessons learned to assist others. It can
also be helpful to call in an expert or advisor within the
space a family wants to support that can educate the
family and help determine the needs and gaps.

12 A guide to strategic philanthropy for wealthy families | Citi Private Bank



Once a nonprofit has been selected,
the type of support given can be
significant to the impact the nonprofit
can make in society.

The grantee application and the grantee due diligence
processes can help narrow down the number of
nonprofits a family is considering and provide the
final part of research on specific nonprofits. The more
comprehensive these processes are, the greater the
infrastructure to support them becomes.

Support types

Once a nonprofit has been selected, the type of support
given can be significant to the impact the nonprofit

can make in society. Knowing a nonprofit's strengths

and areas for improvement can help families target the
best way to support it. Certain types of support have
restricted uses and it can be beneficial to know which
type will best serve the needs of the nonprofit to ensure
it does its best work. Some of the more common types of
support include:

+ Galas/benefits: Many nonprofits fundraise with an
annual gala or benefit to support the organization.
Tickets are typically purchased for admission and
because there is some form of exchange of goods or
services (commonly referred to as quid-pro-quo) such
as food or entertainment provided with the admission
price, there may be additional tax implications.
Typically, DAFs cannot be used for this type of support.
The funds raised can be used to offset the costs of the
gala or benefit or they can be used by the nonprofit for
general or programmatic support at the discretion of
the nonprofit.

+ General operating support: This type of support is
probably the most coveted of any support a nonprofit
receives. The nonprofit determines how the funds will
be used, whether for administrative, fundraising, or
programmatic costs. Some examples of ways in which
a nonprofit can use general operating support include
operating costs, such as rent or utilities, offsetting
the costs of a fundraising event, upgrading technical
capacity (i.e., purchase of computer software or
hardware), making additional investments or using
for liquidity needs, supporting a capital campaign or
specific programmatic support.

Since there is no restriction on the use of the funds,
they are typically combined in the operating bank
account of the nonprofit which makes it difficult for the
nonprofit to then track how the funds were used. The
ability to use the funds at the discretion of the nonprofit
and the absence of tracking and reporting the funds
make it the most advantageous support type for a
nonprofit to receive.

While it may not be feasible for a nonprofit to report to
the donor, the donor might require a brief update on the
nonprofit's overall accomplishments over the year.

Capital campaigns: Support for capital campaigns —

an effort to raise a significant amount of donations

— typically revolve around a physical structure and are
restricted as to use by a nonprofit for the construction
project. This can be new building construction, additional
construction to an existing structure for a wing or
research facility, or a renovation of an existing structure.

The capital campaign goal can be the full amount of the
construction project or a portion thereof depending on
other funds the nonprofit has available to use towards the
construction project. These types of grants can include
naming rights for the donor which allow the new building,
addition wing, research facility or newly renovated space
to be named after the donor or his or her family.

Since all the funds raised for the construction project
are tracked and commingled together, the reporting

of the use of these funds back to the donor is usually
limited to periodic reporting of the funds received
towards the capital campaign goal and the actual costs
incurred for the construction project.

Programmatic support: This type of support is
restricted to one or several of a nonprofit's specified
programs. The scope of programmatic support can
include strategic planning and development of the
program, technical procurement support for the
program, and program execution.

Since the funds are restricted to a specific program,

a nonprofit must track the use of the funds to ensure
they are expended solely for the intended program.
Nonprofits typically leverage the tracking mechanisms
they already have in place to provide reporting on the
specific use of the funds. Depending on the level of
detail a donor requires to monitor the grant and the
sophistication of the tracking mechanism employed
by the nonprofit, reporting can include amounts
expended within each phase of the program — planning
and development, technical procurement, or program
execution — or at a more granular level of expenditure
category — salaries, subgrants, travel/meetings/
workshops etc.

Grant matching: A grant-matching concept is a
popular condition that can be used in conjunction
with most support types. Basically, a donor agrees to
match funds raised by a nonprofit from other donors



at a particular rate —i.e.,, match 1:1 or 2:1. It can be
structured for general operating support grants or
restricted purpose grants and typically includes a
specific time horizon — for example, all funds raised

in the first 90 days of a capital campaign. The grant
matching condition gives the nonprofit a financial
incentive to raise additional funds, broaden its donor
base, and become self-sustaining, as it is not reliant on
one specific donor. The matching grant can be given all
at once or spread out in installment donations.

Program related investments (PRI): An investment, as
opposed to a grant, PRIs are social impact investments
made by private foundations to either a for-profit

or nonprofit entity to further its charitable mission.
While there is the potential return of capital within

an established time frame, the primary purpose

of a PRI must be to accomplish one or more of the
foundation’s exempt purposes. Production of income
or appreciation of property is not the significant
purpose of a PRI and therefore PRIs have a below
market return.

Regardless of the type of support, large, complex, or
multi-year grants should typically be memorialized by a
grant agreement with input from legal counsel. In this
way all terms and conditions are clearly articulated and
there is less room for ambiguity. Some provisions to
consider include:

Amounts granted;

Payment installment schedule and milestones to be
met for each such installment payment;

« Timeframe in which a grantee can expend the grant
funds and a provision for unused grant funds;

» Conditions associated with the grant — e.g., naming
rights or matching conditions;

+ Clear articulation of the program for programmatic
support grants

- A budget may be included that outlines the line item
categories of acceptable expenditures of grant funds;

- Milestones a grantee must meet should be clearly
stated in quantitative or measurable terms to aid
in monitoring and evaluating the progress of a
nonprofit; and

- The frequency and method of monitoring should
be clearly stated and depending on the size of the
grant or the extent of oversight by a donor can be
anywhere from quarterly to annually.

Additional provisions for grant agreements for private
foundations may include:

+ Prohibitions on lobbying activities and payments to
government officials;

» Sub-granting restrictions if any;

» Royalty free license to make findings or results of
grant activities available to the general public; and

+ Indemnity provisions.

Drafting grant agreements and working with nonprofits,
especially when providing programmatic support,

will take time and resources. However, this initial
investment of time and energy can go a long way to
help nonprofits succeed and achieve impact. It can also
aid the monitoring and evaluation process, as terms
and conditions that are clearly outlined are easier to
measure and ultimately evaluate.

Funding vehicles to support charity

There are some estate and tax planning strategies

that individuals and families can use to support
specific charities. Charitable lead trusts and charitable
remainder trusts can be used in concert with the other
support types noted above. Each of these irrevocable
trusts provides a benefit to both donor(s) and specified
charities. A charitable lead trust provides for one or
more charities to receive payments from the trust for a
fixed number of years over the lives of the donor(s) and
the non-charitable beneficiaries receive the remainder
- either outright or in further trust. The donor may
obtain a tax benefit based on the trust's payments to
the charity.

A charitable remainder trust provides that the donor
or other non-charitable beneficiaries receive payments
from the trust for a term of years, and one or more
charities receives the remainder interest in the trust
upon the conclusion of such term. The donor typically
receives a partial tax benefit based on the trust assets
that will pass to the charities.

A guide to strategic philanthropy for wealthy families | Citi Private Bank



Monitoring and

evaluation

"How do | achieve impact?,” “How do | make sure my
dollars count?,” and "Where's the data?" are all common
and relevant questions when it comes to monitoring
and evaluating a grantee. Monitoring refers to the
periodic ‘check-in" with a grantee during the term of
the grant, while evaluation is the final assessment of
the grantee or specific program at the end of the grant
term or beyond the grant term. In general, for more
complex programmatic support, it can be helpful to
have expertise within the program area to monitor and
evaluate a grantee. Engaging an outside expert that
has knowledge in the particular field of interest can be
beneficial in development of the milestones and how
best to monitor and ultimately evaluate the program.

Monitoring

Each support type needs its own monitoring level and
frequency. Monitoring requirements under a general
operating support grant are typically either non-existent,
depending on the amount of the grant, or involve
narratives of how the activities of a grantee have helped
to achieve its long-term goals.

The monitoring requirements under a programmatic
support grant can be much more involved. The SMART
(specific, measurable, actionable, realistic, time-bound)
criteria is a common method used to clearly articulate a
grantee’s targets and aid the overall monitoring process.
It is important to partner with the grantee when designing
the milestones, as both the family and grantee are in this
initiative together and focused on the same results.

A grantee that is able to learn from what worked
successfully and what did not work successfully will grow
and create better programs in the long run. A brief narrative
describing the activities a grantee undertook in a bid to
achieve the milestones helps to give the donor a general
framework of what the grantee has accomplished. From a
financial perspective, a budget versus actual report is also
helpful in the monitoring process and overall evaluation.

It can highlight over or under spend on the program and
provide a tool to course correct during the grant term.

A grantee that is able to learn from
what worked successfully and what
did not work successfully will grow
and create better programs in the

long run.



Frequency of monitoring by the donor should be
commensurate with the amount of grant. For example,
an annual report will typically suffice for most
programmatic support grants, however if the donor
wants to monitor the grantee more closely or the grant
amount is large, then semi-annual or even quarterly
monitoring may be in order. Site visits to the grantee
or to the geographic area served by the grantee can be
very useful to help donors gain first-hand knowledge of
how the grantee operates or see them in action in the
communities they serve.

A standardized grantee monitoring process provides the
same advantages as a standardized grantee application.
It allows a donor the ability to evaluate various grantees
along the same criteria. For example, if a donor supports
an initiative in one geographic area and would like to
support the same initiative in a second, it can look to the
monitoring reports of the grantee in the first location as
a benchmark of milestones and grants for the second.

Evaluation

Typically, the evaluation of a grantee’s program takes
place after the grant term has ended. A final narrative
and financial report covering the entire grant term can
be a helpful way to start. Again, the use of an outside
expert to evaluate the program can be beneficial,
especially for large grant amounts or complex programs
that require specific field expertise. Families should keep
in mind, however that assessing long-term change takes
a long time and in some cases rushing to an assessment
too quickly can lead to insignificant findings which can
imply the program is not reaching its goals. With very
new programs, there may not yet be enough data to

get an accurate picture of the program itself. Families
should bear in mind that sometimes the outcomes may
not be expected. While at first glance this may seem a
failure, the assessment actually gives both the donor
and the grantee the ability to learn from these results
and determine how to make corrections to improve the
program or design the program differently to address
unintended consequences.

Partnering with a grantee over a longer term can go a
long way to helping achieve impact. Multi-year grants
can be an effective grant-making strategy to let the
grantee know the donor is there to support and work
with them over an extended period of time. It allows
the grantee the ability to think longer term from a
programmatic standpoint. General operating support
grants can be another effective way to supplement
programmatic grant making. Allowing the grantee to
determine where they can use the funds helps them
to develop the infrastructure support needed to run
effective programs.
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Conclusion

There is a lot to think about when it comes to
philanthropy which may overwhelm families at first. The
good news is that not all decisions need to be made at
the outset of the philanthropic journey and for the most
part decisions can and will change as a family grows

or wants to expand its philanthropic impact. There are
many resources available to families and their advisors
to assist them along the way, including professional
consultants, educational training, online resources, and
peer and network groups just to name a few.

The critical role philanthropy plays in our society cannot
be underestimated. Philanthropy is also a special way to
engage family members, bringing a family together to
work for a common cause and allowing it the opportunity
to use its value system for the greater good.

Focusing initially on strategic development, compliance
and infrastructure, implementation, and monitoring and
evaluation will help to set the framework for focused,
effective, impactful philanthropy.
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