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	CASE STUDY


John and Sharon Robinson have just sold 49% of their interest in the Lake Forest Furniture Store, a wholly-owned family business.  They have used $10 million from the sale to establish The Do the Most Good Foundation, an Illinois nonprofit corporation, (the “Foundation”).   They hope to contribute another $10 million to the Foundation, in increments of $2 million over the next five years.  

The mission of the Foundation is “to make the world a better place.”  As prominent business owners, the Robinsons have been bombarded with grant requests from their community. They are interested in supporting environmental and child-welfare causes. Sharon would like to use the Foundation to make all of the family’s charitable gifts.  She recently joined the Women’s Board of the Boys & Girls Club of Chicago and agreed to chair the 2008 Summer Ball. John just made a four-year pledge to the capital campaign for the local children’s hospital. He also wants the Foundation to loan $500,000 to the Nature Conservancy to support its wetland restoration efforts. John and Sharon’s eldest daughter, Jane, has three young children and recently lost her job as a loan specialist in a mortgage company. John would like to hire Jane to run the Foundation and pay her an annual salary of $100,000.  Their second eldest daughter, Sarah, volunteers with CARE International and wants to support humanitarian efforts in Darfur. Sarah believes the Foundation’s investment portfolio should include socially-responsible investments.  Their youngest daughter, Meagan, works part-time as the assistant volunteer coordinator at the Boys & Girls Club in Logan Square.
The directors of the Foundation are John, Sharon, their daughter, Jane, John’s brother, Alan, who is also the CFO of the Lake Forest Furniture Store and the mayor of Lake Forest. Sarah and Meagan are advisors to the directors.  John and Sharon want the Foundation to continue in perpetuity, but only if at least one of their descendants is a director and their daughters agree to work together to make grants that benefit organizations in Lake Forest and Chicago.  
You are meeting with the Robinsons at the office of the Foundation, located on the premises of the Lake Forest Furniture Store. They want you to help them implement a governance structure(s), identify local charities where they can use the Foundation’s assets to “do good”, develop grantmaking procedures to support their philanthropic goals and engage their three daughters in the giving process.  They are concerned about their liability as board members given the recent investigations of three of their friends who serve on the board of a local animal shelter.  

	I. Duties of Directors and Risk Management 


Directors of private foundations (and other nonprofit organizations) are generally held to the same standards as for-profit directors.  However, directors of private foundations often face more demanding and complex issues regarding their fiduciary responsibilities and risk management.

A.  Duties of Directors
Duty of Care – The duty of care requires that directors be attentive to the foundation’s activities. The directors must attend meetings, ask questions and be informed.  At a minimum, directors must: 1) keep minutes of meetings; 2) approve board actions; 3) have general knowledge of the foundation’s books and records; and 4) take steps to require regular audits by an independent public accountant. The duty of care must be discharged diligently and in good faith.
 
Duty of Loyalty –The duty of loyalty requires a director to act in the interest of the foundation rather than in the personal interests of the director or some other person or organization.  In particular, the duty of loyalty requires a director to avoid conflicts of interest that are detrimental to the foundation. To that end, the board of directors should adopt and regularly evaluate an effective conflict of interest policy that:

· Requires directors (and staff) to act solely in the interests of the foundation without regard to personal interests
· Includes written procedures for determining whether a relationship, financial interest, or business affiliation results in a conflict of interest
· Prescribes a certain course of action in the event a conflict of interest is identified
Directors (and staff) should be required to disclose annually in writing any known financial interest that the individual, or a member of the individual’s family, has in any business entity that has transactions with the foundation.
  For example, foundation directors should adhere to the foundation’s conflict of interest policy when considering grants to an organization that shares a common board member with the foundation.  See Appendix A for a sample Conflict of Interest Policy.
Duty of Obedience – The directors must stay true to the foundation’s charitable purposes and mission and follow all federal and state laws.

B.  Duties of Trustees
The Illinois Charitable Trust Act provides that:

“(a) [c]haritable trustees are subject to certain duties otherwise defined in Illinois statutes and case law, which include but are not limited to the following:

1. To avoid “self-dealing” and conflicts of interests;

2. To avoid wasting charitable assets;

3. To avoid incurring penalties, fines and unnecessary taxes;

4. To adhere and conform the charitable organization to its charitable purposes;

5. To not make non-program loans, gifts, or advances to any person, except as allowed by the General Not For Profit Corporation Act of 1986; 

6. To utilize the trust in conformity with its purposes for the best interests of the beneficiaries;

7. To timely file registration and financial reports required by this Act; and
8. To comply and to cause the charitable organization to comply with this Act, and, if incorporated, the General Not For Profit Corporation Act of 1986.

(b) Every person subject to this Act shall maintain accurate and detailed books and records at the principal office of the organization to provide the information required in this Act.  All books and records shall be open for inspection at all reasonable times by the Attorney General or his authorized representative.”

C.  Comply with State Attorney General Filings
See Appendix B for Annual Reporting Requirements for Illinois Charitable Organizations.

D.  Avoid Self-Dealing and Prohibited Transactions
Most transactions between a foundation and its disqualified persons should be avoided; exceptions to the self-dealing rules should be handled with utmost care. See II, Tax and Legal Issues for a more detailed review of self-dealing and prohibited transactions.
E.  Establish Grantmaking Policies 
See VI, Awarding Grants for a more detailed review of grantmaking policies.
F.  Minimizing Risk for Directors

Illinois Law

Limited liability for directors who serve without compensation
“No director or officer serving without compensation, other than reimbursement for actual expenses…shall be liable, and no cause of action may be brought, for damages resulting from the exercise of judgment or discretion in connection with the duties or responsibilities of such director or officer unless the act or omission involved willful or wanton conduct.” (emphasis added)

Indemnification of directors 

A director may be indemnified by the corporation if he or she has “acted in good faith and in a manner he or she reasonably believed to be in, or not opposed to, the best interests of the corporation, and, with respect to any criminal action or proceeding, had no reasonable cause to believe his or her conduct was unlawful.”
  
Insurance for directors

“A corporation may purchase and maintain insurance on behalf of any person who is or was a director…who is or was serving at the request of the corporation as a director…against any liability asserted against such person and incurred by such person in any such capacity… whether or not the corporation would have the power to indemnify [the director] against such liability….” (emphasis added)

Director and Officers (D&O) Liability Insurance

D&O Liability Insurance may be purchased for foundation board members. This insurance provides financial protection for the directors and officers of foundations in the event of lawsuits in conjunction with the performance of their foundation duties. 
An adequate D&O liability insurance policy will:

· Cover legal defense costs – even when allegations are groundless or false

· Help pay for damages in the case of successful lawsuits

· Offer a wide range of deductibles and liability limits

· Offer prior acts protection

· Offer protection against punitive, multiple or exemplary damages

	II. Tax and Legal Issues


When a private foundation is created, it receives a special tax-exempt classification.  With this special treatment comes greater regulation and scrutiny by the Internal Revenue Service (the “IRS”).  The tax and legal issues facing private foundations can make administration of these charitable entities burdensome.  The penalties for noncompliance are substantial and costly.
A.  IRS Rules for Private Foundations
Excise Tax on Net Investment Income
A private foundation must pay an excise tax of 2%.  This tax must be estimated and paid quarterly in advance on the net investment income of the foundation.
 (IRC Section 4940)
Minimum Distribution Requirements

A private foundation must distribute for charitable purposes at least 5% of the average fair market value of all of the foundation’s assets (not including assets used to further the foundation’s charitable purposes) as determined by periodic appraisal. (IRC Section 4942)
Excess Business Holdings
A private foundation may not hold more than 20% of the voting shares of any corporation, public or private. (IRC Section 4943)
Jeopardizing Investments 

A private foundation may not invest in a manner that jeopardizes the security of its principal. (IRC Section 4944)
Public Reporting 

The tax returns of private foundations must be available for public inspection. (IRC Section 6104)
Taxable Expenditures

(IRC Section 4945)

Grants to individuals 

A private foundation may make grants to individuals for travel, study or other similar purposes, but must first obtain approval from the IRS. Grants for scholarships must be made on an objective and non-discriminatory basis. Grants to individuals for shelter, food and disaster relief may not require a preapproved plan. 

Propagandizing and lobbying

A private foundation is prohibited from lobbying or attempting to influence legislation. However, a private foundation may lobby with respect to matters affecting the foundation itself.
Public elections

A private foundation may not attempt to influence the outcome of any specific public election, including in some cases, carrying out a voter-registration drive.

Grants to private foundations  

A private foundation that makes a grant to another private foundation must exercise expenditure responsibility.
  If the grantmaking foundation wants to include the grant as part of the 5% minimum distribution requirement, further rules must be followed by the receiving foundation.

B.  Self-Dealing

Any direct or indirect furnishing of goods, services or facilities between a private foundation and its disqualified persons is called self-dealing.
 A disqualified person is generally defined as any of the following:

· a substantial contributor to the foundation

· a foundation manager

· an owner of more than 20% of the total combined voting power of a corporation, the profits interest of a partnership, or the beneficial interest of a trust or unincorporated enterprise, which is a substantial contributor to the foundation

· a member of the family (defined as ancestors, spouse, children, grandchildren, great-grandchildren, and spouses of such family members; siblings are not included) of any individual described above

· a corporation, partnership or trust/estate of which persons described above own more than 35% interest (IRC Section 4946)

The list of prohibited transactions between a private foundation and a disqualified person includes:

· The sale, exchange or leasing of property (such as purchasing stationery, supplies, printing, graphic design or insurance) from a disqualified person
· The lending of money or extension of credit

· The furnishing of goods, services or facilities
· The transfer to, or use by or for the benefit of, a disqualified person of the income or assets of the foundation

· The payment of money or property to a government official

· Satisfying the enforceable pledge (such as a donation) of a disqualified person
Examples of Self-Dealing - Gifts and Grants 
1. Personal pledges – A legally binding pledge (e.g., a personal pledge to a charity) is a clear promise to pay that can be enforced in court and is considered a personal debt. If a disqualified person makes a legally binding pledge, it is an act of self-dealing for a foundation to pay that debt.

2. Attending fundraisers – It is an act of self-dealing for a private foundation and its disqualified person to share the cost of a ticket to a fundraising event where the benefit to the disqualified person is more than “tenuous and incidental.”
 Simply stated, if the foundation buys a ticket to a fundraising event, and the ticket price includes payment for goods and services (dinner and entertainment) the ticket cannot be used by a disqualified person. Even if the foundation pays only the charitable portion of the ticket’s costs, also known as “bifurcating”, it may still be self-dealing if saving the disqualified person the cost of making his/her own charitable contribution is more than a tenuous and incidental benefit.
Exceptions to Self-Dealing – Compensation and Expenses
1. Hiring family members as staff – Foundation directors may hire family members as staff and pay them a salary or fee, but the compensation must not be excessive and the services must be reasonable and necessary to the operation of the foundation, personal (legal, accounting, banking, investment, etc), and charitable.

Family Foundations

Chief Executive Officer/President

	Asset Group

(in millions)
	Salary

	$10 to $24.9
	Median = $95,991

Mean =  $93,680

Range = $60,000 to $134,000


Family Foundations

Program Director

	Asset Group

(in millions)
	Salary

	$10 to $24.9
	Median = $53,240

Mean = $63,013

Range = *  to *


2. Board compensation – Most private foundations do not compensate board members.  However, there is no prohibition against it. Directors can be compensated for providing personal services that are reasonable and necessary for the tax-exempt purposes of the foundation, as long as the compensation is not excessive.  These include services that are: “essentially professional and managerial in nature”; routine board service (e.g., grant docket review, board policy work, general oversight); services considered staff functions; and limited professional advisory services (e.g., legal, accounting, investment, banking). The rule is essentially the same rule that applies to hiring family members as staff.
3. Travel expenses – Reimbursement of travel and other expenses may be provided to disqualified persons (not including spouses) who are active with the foundation for reasonable out-of-pocket expenses necessary for the operation of the foundation.  
4. Payment to government officials – Any agreement to make a payment to a government official is an act of self-dealing unless it is an offer of employment by the foundation which begins after the official terminates government service.

5. Renting space from a disqualified person – The payment of rent to any disqualified person by the foundation is self-dealing even if the rent charged is significantly below market rate and benefits the foundation.  However, if the foundation leases space from a disqualified person, the rent is zero and the space is used for charitable purposes, there is no self-dealing.

	Review of Common Self-Dealing Scenarios

	· A foundation buys a table at a benefit dinner and distributes the benefit tickets to family members or other disqualified persons.

	· A foundation owns works of art and permits any disqualified person to exhibit the works of art at the home of the disqualified person.

	· A foundation pays an honorarium to a government official for giving a speech or participating in a seminar.

	· A foundation and disqualified persons are investors in the same company, and the foundation holds onto an investment in order to “prop up” the stock price.

	· A foundation buys an asset from a disqualified person, even if the terms are economically advantageous to the foundation.

	· A foundation pays excessive compensation to a disqualified person for his or her services to the foundation.

	Source:  John Sare, Facing Important Legal Issues, 2003


The Pension Protection Act of 2006

The four primary provisions of the Pension Protection Act, (the “Act”) pertaining to private foundations are summarized as follows:

a. Private foundations must exercise expenditure responsibility when making grants to certain supporting organizations and will not be able to include that amount to meet the 5% minimum distribution requirement. The Act specifically requires private foundations to exercise expenditure responsibility when making grants to all of the following types of supporting organizations:
· Type I or II supporting organizations where one or more disqualified persons of the foundation controls either the benefited, supporting or supported organization
· Type III supporting organizations that are not functionally integrated

b. Private foundations must pay excise tax on an expanded list of investment income. Additional types of investment income include:
· All items of income that arise from ordinary and routine investments, including income from notional principal contracts, annuities, and other substantially similar income from ordinary and routine investments
· Capital gains from appreciation on all types of property.  For example, under the Act, gains recognized from options, straddles and hedging transactions will be taxed, as well as gains made upon the sale of tangible personal property, e.g., art collections
· Capital gains from the sale of assets used to further a tax-exempt purpose  

· Gains recognized on the sale of furniture or equipment used by a foundation generally will be subject to tax unless otherwise excluded

c. Several penalty excise taxes are doubled. 

· Acts of self-dealing between a private foundation and a disqualified person: 10% of the amount involved for the self dealer; 5% of the amount for the foundation managers up to $20,000 per act (in the aggregate)
· Failure to distribute the minimum amount required – 30% of the undistributed amount
· Excess business holdings – 10% of the value of excess business holdings
· Jeopardizing investments – 10% of the amount of the investment up to $10,000 of the initial tax and $20,000 for the additional tax (for foundation managers)
· Taxable expenditures – The initial tax on the foundation is 20% of the amount of the expenditure; the initial tax on the foundation managers is 5% of the amount of the expenditure, up to $10,000 for the initial tax (in the aggregate) and $20,000 for the additional tax (in the aggregate)
d. The IRS is permitted to share certain information about 501(c)(3) organizations with state officials under particular circumstances.
At the request of the state Attorney General, the IRS may disclose, but only to the extent necessary in the administration of state laws regulating charitable organizations:

· Any notice of proposed refusal to recognize an organization as a 501(c)(3) or proposed revocation of an organization’s 501(c)(3) status
· Issuance of a proposed deficiency as to certain taxes
· The names, addresses and taxpayer identification numbers of organizations that have applied for recognition as 501(c)(3) organizations
if the IRS determines that disclosure of certain documents may constitute evidence of noncompliance under the laws of the state.

	III.  Administration and Operations


Most private family foundations have few or no staff.  Before implementing a grantmaking program, it’s important to develop a sound framework for managing administrative and operational tasks.  This will ensure consistent and effective grantmaking.
A.  Initial Decisions/Activities

· Develop charter/mission statement
· Develop procedures for the foundation

· Grantmaking guidelines/succession plans

· Prioritizing proposals

· Reading, researching, and summarizing proposals 

· Decision-making authority on proposals
· Develop investment policy for the foundation portfolio

· Investment policy concepts/issues

· Asset class performance 

· Cash flow requirements
· Determine annual 5% minimum distribution requirement
· Decide who will calculate and pay any estimated quarterly taxes and prepare annual IRS Form 990-PF and filings with state attorney general
B.  Ongoing Decisions/Activities

· Prepare annual IRS Form 990-PF and filings with state attorney general
· Compose and distribute grant guidelines, grant application form(s) and response letter(s)
· Hold annual (or more frequent) board or trustee meetings
· Prepare and mail board meeting minutes for review prior 
to next meeting
· Collect, copy and disseminate grant proposals/requests
· Administer proposal review process
· Mail board grant decision responses
· Make grant distributions 
· Evaluate grant decisions

· Maintain grant and commitment records

C.  Calculating the 5% Minimum Required Distribution

Generally, four categories of foundation spending may be considered “qualifying distributions” and may count toward the 5% minimum required distribution:  grants, direct charitable activities, program related investments, and grantmaking administration.  Investment expenses generally are not included.

Grants to other public charities or for charitable purposes.
Direct Charitable Activities (DCAs) are programs that private operating foundations actively manage and run.

Program Related Investments (PRIs) are loans or investments that a private foundation makes for a public purpose.  A foundation may issue loans at favorable rates to publicly-supported charitable organizations or make deposits in development banks that work in distressed neighborhoods, for example.  
Administrative expenses can be included as part of the 5% minimum distribution requirement as long as the expenses are necessary (and reasonable) for the foundation to carry out its charitable purpose(s).  These costs are typically associated with grants, DCAs and PRIs and include salaries, rent, travel, training, photocopying, etc.  Expenses for ongoing investment management (e.g., investment consultant fees, custodial fees, attending investment conferences) are not included as part of the 5% minimum distribution requirement.  The initial cost of purchasing an asset can be included, however.
· The 5% minimum required distribution for a given year is calculated by averaging monthly values
· The distribution for year one must be completed by the end of year two  

· The IRS allows foundations to carry forward excess distribution amounts for up to five years 
	IV. Financial and Investment Management


The duty of care requires that directors be attentive to the foundation’s activities and finances. This includes ensuring that the foundation’s assets are properly managed, asking questions and exercising sound judgment.

A.  Investment Policy Statement
A foundation’s investment policy statement should, among other things, address the foundation’s investment time horizon, its spending requirements, investment objectives and guidelines, performance review and investment oversight procedures. See Appendix C for a sample Investment Policy Statement.
B.  Socially Responsible Investing – Aligning Grantmaking to Investments

Socially responsible investing or SRI is an investment strategy which combines the intentions to maximize both financial return and social good. Socially responsible investing can include negative and positive screenings, shareholder advocacy, social venture capital and community investment.  Mission-related investing or MRI connects the philanthropic mission and grantmaking focus of a foundation to its investment policies.
 
	V. The Mission Statement


A clearly articulated mission statement that is adopted by an organization's board of directors will explain why the private foundation exists, what it hopes to accomplish, what activities it will undertake, where, and for whom.

A.  Charitable Purposes –Federal and State Law

Federal requirement

A private foundation must be organized and operated exclusively for tax-exempt purposes as set forth in section 501(c)(3) of the IRC.  Activities are generally limited to one or more of the following general purposes: education, literacy, scientific, religious or charitable.

Illinois requirement

Under the Illinois General Not For Profit Corporation Act of 1986, a private foundation that is organized as a corporation may have the following or similar purposes: charitable, benevolent, eleemosynary, educational, civic, patriotic, political, religious, social, literary, athletic, scientific… and any purpose permitted to be exempt from taxation under Section 501(c) or 501(d) of the IRC.

B.  Benefits of a Having a Mission Statement
A mission statement allows the foundation’s directors to:

· Make the best use of resources by focusing grants and activities on a specific issue and increasing the impact of assets and time

· Create grantmaking guidelines that communicate the focus of the foundation for grantseekers

· Prioritize proposals according to mission and guidelines

· Train the next generation by communicating values, hopes and aspirations

· Accumulate experience in a particular area and assess the progress of grantmaking and the foundation’s activities

C.  Questions to Ask in Developing a Mission Statement

· Why did you start the foundation? 
· What values have been most influential in your personal and professional life? 
· What do you hope the foundation will accomplish in 10, 20, 50 years? 
· What parts of your foundation's mission and grantmaking would you like to remain the same?  What aspects of the foundation would you like to evolve? 

D.  Elements of a Mission Statement
Many family foundations combine some or all of the following elements with the mission statement
:

· History of the family: its origins, values, patriarchs and matriarchs, business interests, public service, traditions of philanthropy, etc.

· History of the foundation: founder, when founded, funding source, etc.

· The field of interest of the foundation (education, environment, etc.) and what the foundation intends to accomplish
· Program focus and specifics of where grants are targeted 

· Key goals and desired outcomes
	VI. Awarding Grants


The primary activity of a private (non-operating) foundation is making charitable grants. Depending on the size of the foundation and the donor’s intent, the grantmaking function may incorporate discretionary and mission-driven grants. All grantmaking functions should follow well-defined due diligence procedures and include a thorough post-grant evaluation.
A.  Allowable Grants

1. Grants to individuals 

A private foundation must receive prior approval from the IRS to give grants to individuals for travel, study, or similar purposes. Grants must be made on an objective and nondiscriminatory basis.  The number of potential grantees must be broad enough to be considered a “charitable class.” Grants to individuals for other purposes such as disaster relief do not need IRS approval, but legal counsel should be sought to ensure the purposes are charitable and the recordkeeping appropriate.

2. Grants to non-U.S. organizations
  

A private foundation may give to foreign organizations, but they must have an equivalency determination that verifies the organization is equivalent to a U.S. public charity, or the foundation must follow the IRS rules for expenditure responsibility.

Equivalency determination documents that the grantee organization is the equivalent of a U.S. public charity. To fulfill the requirements of equivalency determination, the private foundation must make a good faith determination on the basis of an affidavit from the potential grantee or an opinion of legal counsel (either the private foundation’s or the potential grantee’s) that the grantee is the equivalent to a U.S. public charity.
 The following documents should be obtained and translated into English, if necessary:

· Founding documents of the organization 

· Detailed description of the purposes of the organization and its past and proposed activities 

· Dissolution provisions, either contained in the applicable law or in the founding documents 

· Legal or founding document restrictions on private benefit, non-charitable activities, lobbying, and participation in political campaigns 

· Detailed financial records (excluding religious institutions or medical educational organizations) 

Expenditure Responsibility. Private foundations may apply grants to their minimum distribution requirement if they take the following steps to ensure the grant funds are used for charitable purposes: 

· Undertake a pre-grant inquiry with reasonable determination that the intended grantee is capable of fulfilling the charitable purposes of the grant 

· Conclude a grant agreement that includes spending and reporting responsibilities and commits the grantee to spend the money only for the specified charitable purposes 

· Require grantee to maintain grant funds in a separate account for charitable purposes 

· Require one or more reports from the grantee detailing how the funds have been spent 

· Report the grant on the foundation’s form 990-PF 

3. Grants to organizations that are not public charities  

A private foundation may give to an organization that is not a public charity (e.g., Rotary Club, local Chamber of Commerce) if the grant is for charitable purposes. However the foundation must follow the IRS rules for expenditure responsibility.
B.  Program-Related Investments (PRIs)

Program-related investments (PRIs) are investments made by foundations to support charitable activities that involve the potential return of capital within an established time frame. PRIs include financing methods commonly associated with banks or other private investors, such as loans, loan guarantees, linked deposits, and even equity investments in charitable organizations or in commercial ventures for charitable purposes. 
C. Grantmaking Policies
A foundation’s grantmaking policies, consistently applied, and in accordance with the mission of the foundation, should include a description of the types of grants that will be awarded and board practices.
a. Grantmaking focus
· cause-related or organization-focused

· geographically-focused (local or international)

· “one-time” only or multi-year

· project-specific or general operating expenses
· discretionary or board-approved

· “friends and family” funds

· challenge or matching grants

· individual scholarships or grants to other private foundations

· program-related investments (PRIs)
· endowments or “bricks-and-mortar” capital campaigns

b. Calendar of board meetings and grantmaking activities

c. Pre- and post-grant evaluation benchmarks and decision-making procedures

D. Grantmaking Guidelines

Grantmaking guidelines are often designed to assist grantseekers in the grant award process and should address (the foundation’s) area(s) of interests, geographical focus, grant restrictions, grant types and grant sizes. See Appendix D for sample Grantmaking Guidelines.

E.  Resources for Grantmakers

· Guidestar, Charity Navigator 

· Community Foundations

· Due Diligence Procedures and Site Visits
· Grant Review Checklists - See Appendix E.
· Philanthropic Advisors

	VII. Succession Planning


Succession planning is a key aspect of governance and private foundation administration.  Donors should be encouraged to consider whether the foundation will be perpetual or have a “limited life” and review legal entities that support the donor’s intent. In addition, educating and engaging the next generation of philanthropists requires thoughtful planning and a willingness to share control of the family’s philanthropic legacy.
A.  Perpetual or “Limited Life” Foundation
Key questions to review with donors
· Are the charitable objectives clear? Does the governing document allow the donor(s) or successive generations to change the charitable purpose or mission of the foundation without court approval?

· Is it likely that the donor’s charitable objectives will evolve during the donor’s lifetime?

· Will the donor’s children or other successors on the board of the foundation want to pursue the donor’s charitable objectives?
· Is it likely that the purpose of the foundation will become obsolete or unnecessary?

· Is the foundation adequately funded? 
· Has the donor provided enough flexibility in mission and governance to minimize family discord? 
B.  Engaging the Next Generation - Best Practices for Families

· Assess family and financial resources  
· Implement and evaluate governance and decision-making models
· Set expectations

· Provide meaningful opportunities to participate

· Junior Boards
· Separate Giving Funds

· Periodically review values, mission and objectives

· Provide for flexible outcomes

*     *     *
Appendix A
Sample Conflict of Interest Policy
(from IRS Form 1023)

Note: Items marked Hospital insert – for hospitals that complete Schedule C are intended to be adopted by hospitals.

Article I

Purpose

The purpose of the conflict of interest policy is to protect this tax-exempt organization’s (Organization) interest when it is

contemplating entering into a transaction or arrangement that might benefit the private interest of an officer or director of the

Organization or might result in a possible excess benefit transaction. This policy is intended to supplement but not replace any

applicable state and federal laws governing conflict of interest applicable to nonprofit and charitable organizations.

Article II

Definitions

1. Interested Person

Any director, principal officer, or member of a committee with governing board delegated powers, who has a direct or indirect

financial interest, as defined below, is an interested person.

[Hospital Insert – for hospitals that complete Schedule C

If a person is an interested person with respect to any entity in the health care system of which the organization is a part, he or she

is an interested person with respect to all entities in the health care system.

2. Financial Interest

A person has a financial interest if the person has, directly or indirectly, through business, investment, or family:

a. An ownership or investment interest in any entity with which the Organization has a transaction or arrangement,

b. A compensation arrangement with the Organization or with any entity or individual with which the Organization has a

transaction or arrangement, or

c. A potential ownership or investment interest in, or compensation arrangement with, any entity or individual with which the

Organization is negotiating a transaction or arrangement.

Compensation includes direct and indirect remuneration as well as gifts or favors that are not insubstantial.

A financial interest is not necessarily a conflict of interest. Under Article III, Section 2, a person who has a financial interest may have

a conflict of interest only if the appropriate governing board or committee decides that a conflict of interest exists.

Article III

Procedures

1. Duty to Disclose

In connection with any actual or possible conflict of interest, an interested person must disclose the existence of the financial interest

and be given the opportunity to disclose all material facts to the directors and members of committees with governing board

delegated powers considering the proposed transaction or arrangement.

2. Determining Whether a Conflict of Interest Exists

After disclosure of the financial interest and all material facts, and after any discussion with the interested person, he/she shall leave

the governing board or committee meeting while the determination of a conflict of interest is discussed and voted upon. The

remaining board or committee members shall decide if a conflict of interest exists.

3. Procedures for Addressing the Conflict of Interest

a. An interested person may make a presentation at the governing board or committee meeting, but after the presentation, he/she

shall leave the meeting during the discussion of, and the vote on, the transaction or arrangement involving the possible conflict of

interest.

b. The chairperson of the governing board or committee shall, if appropriate, appoint a disinterested person or committee to

investigate alternatives to the proposed transaction or arrangement.

c. After exercising due diligence, the governing board or committee shall determine whether the Organization can obtain with

reasonable efforts a more advantageous transaction or arrangement from a person or entity that would not give rise to a conflict of

interest.

d. If a more advantageous transaction or arrangement is not reasonably possible under circumstances not producing a conflict of

interest, the governing board or committee shall determine by a majority vote of the disinterested directors whether the transaction

or arrangement is in the Organization’s best interest, for its own benefit, and whether it is fair and reasonable. In conformity with

the above determination it shall make its decision as to whether to enter into the transaction or arrangement.

4. Violations of the Conflicts of Interest Policy

a. If the governing board or committee has reasonable cause to believe a member has failed to disclose actual or possible

conflicts of interest, it shall inform the member of the basis for such belief and afford the member an opportunity to explain the

alleged failure to disclose.

b. If, after hearing the member’s response and after making further investigation as warranted by the circumstances, the

governing board or committee determines the member has failed to disclose an actual or possible conflict of interest, it shall take

appropriate disciplinary and corrective action.
Article IV

Records of Proceedings

The minutes of the governing board and all committees with board delegated powers shall contain:

a. The names of the persons who disclosed or otherwise were found to have a financial interest in connection with an actual or

possible conflict of interest, the nature of the financial interest, any action taken to determine whether a conflict of interest was

present, and the governing board’s or committee’s decision as to whether a conflict of interest in fact existed.

b. The names of the persons who were present for discussions and votes relating to the transaction or arrangement, the content

of the discussion, including any alternatives to the proposed transaction or arrangement, and a record of any votes taken in

connection with the proceedings.

Article V

Compensation

a. A voting member of the governing board who receives compensation, directly or indirectly, from the Organization for services is

precluded from voting on matters pertaining to that member’s compensation.

b. A voting member of any committee whose jurisdiction includes compensation matters and who receives compensation, directly

or indirectly, from the Organization for services is precluded from voting on matters pertaining to that member’s compensation.

c. No voting member of the governing board or any committee whose jurisdiction includes compensation matters and who

receives compensation, directly or indirectly, from the Organization, either individually or collectively, is prohibited from providing

information to any committee regarding compensation.

[Hospital Insert – for hospitals that complete Schedule C

d. Physicians who receive compensation from the Organization, whether directly or indirectly or as employees or independent

contractors, are precluded from membership on any committee whose jurisdiction includes compensation matters. No physician,

either individually or collectively, is prohibited from providing information to any committee regarding physician compensation.]

Article VI

Annual Statements

Each director, principal officer and member of a committee with governing board delegated powers shall annually sign a statement

which affirms such person:

a. Has received a copy of the conflicts of interest policy,

b. Has read and understands the policy,

c. Has agreed to comply with the policy, and

d. Understands the Organization is charitable and in order to maintain its federal tax exemption it must engage primarily in

activities which accomplish one or more of its tax-exempt purposes.
Article VII

Periodic Reviews

To ensure the Organization operates in a manner consistent with charitable purposes and does not engage in activities that could

jeopardize its tax-exempt status, periodic reviews shall be conducted. The periodic reviews shall, at a minimum, include the following

subjects:

a. Whether compensation arrangements and benefits are reasonable, based on competent survey information, and the result of

arm’s length bargaining.

b. Whether partnerships, joint ventures, and arrangements with management organizations conform to the Organization’s written

policies, are properly recorded, reflect reasonable investment or payments for goods and services, further charitable purposes and

do not result in inurement, impermissible private benefit or in an excess benefit transaction.

Article VIII

Use of Outside Experts

When conducting the periodic reviews as provided for in Article VII, the Organization may, but need not, use outside advisors. If

outside experts are used, their use shall not relieve the governing board of its responsibility for ensuring periodic reviews are

conducted.

Appendix B
Annual Reporting Requirements for Illinois Charitable Organizations

Under Illinois law, fundraisers and charitable organizations are required to register each year with the Attorney General's office. Potential donors may then access important information such as income, expenditures, programs and administration before giving to the charity. 

It may be helpful to designate a person to be responsible for ensuring the required reports are completed and filed before the due dates. 

	To File
	File With
	Filing Due Date
	Steps/Reminders

	Form AG990-IL
	Illinois Attorney General[1]
	Due every year within six months of the end of year (fill in last day of fiscal year) Report due:_________
	Mark the office calendar at the end of the fiscal year, and begin completing AG990-IL.

	Charity’s Annual Report
	Illinois Secretary of State
	Due every year before the date of incorporation
	Mark the office calendar for one or two months before this date

	IRS Form 990
	Internal Revenue Service, Form 990[2] or 990-N[3]
	Due every year by 15th day of 5th month after end of fiscal year (fill in last day of fiscal year)  Date report due:_______
	Mark office calendar at end of fiscal year, and  begin completing IRS 990


Does the Organization Have Employees?

If your organization has an employee or employees who are paid more than $1,500 in any calendar quarter, it must file and pay withholding taxes to the IRS and the Illinois Department of Revenue. You may want to hire a payroll service to ensure that filings and taxes are filed timely and properly. 

	To File
	File With
	Filing Due Date
	Steps/Reminders

	IRS Form 941[4]
	Internal Revenue Service


	Must be filed quarterly for each employee
	Mark the calendar at the beginning of: April, July, October, January

	Form IL 941
	Illinois Department of Revenue
	Must be filed quarterly for each employee
	Mark the calendar at the beginning of: April, July, October, January


In addition to withholdings, the organization is required to file matching FICA (etc.) taxes. Under the Social Security and Medicare Acts, employers must match employee payments to the SSA and Medicare. 

--------------------------------------------------------------------------------

[1] The filing date may be extended by submitting a written request that is received before the date the form is due.  The extension for the AG 990 IL is 60 days. An additional extension may be granted if there is an extension granted by the IRS with a filing deadline after the Illinois Attorney General's deadline.

[2] Organizations with gross receipts in excess of $25,000 must file IRS Form 990. The filing date may be extended by submitting a written request that is received before the date the form is due. The extension for the IRS 990 is three months and the request must be on IRS form 8868. A request for an additional three month extension may be submitted, but the request must show reasonable cause why the filings are not completed.

[3] Beginning with fiscal year 2007, organizations with gross receipts of $25,000 or less must submit Form 990-N to the IRS. Failure to do so for three consecutive years will result in termination of the organization’s exempt status.

[4] The 941 is not the only quarterly filing required for employees. In addition to the items listed above, there are annual filings that must be completed in January of each year (i.e. W-2s, annual unemployment reconciliations, quarterly unemployment filings).  

Sources: 

The Public Education Committee of the Illinois Attorney General’s Charitable Advisory Council

Rex O. Toepke, Trust Officer, Charitable Tax, The Northern Trust Company
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I: INTRODUCTION

The purpose of this Statement of Policies and Objectives (the “Statement”) is to establish policies and objectives for supervising, implementing, evaluating, and monitoring the investments of The Do the Most Good Foundation (the “Foundation”).

The Foundation is a tax exempt under Section 501(c)(3) of the United States Internal Revenue Code.

It is the policy of the Foundation to treat all assets of the organization, including those funds that are legally unrestricted, as though they are held by the Foundation in a fiduciary capacity for the purpose of accomplishing the organization’s tax-exempt mission. As such, the policies described in this Statement are to be interpreted in light of that overall sense of stewardship, and the investment standards of the Foundation shall be those of a prudent investor.

The Foundation’s Board of Trustees has delegated some of its responsibilities to the Foundation Investment Committee (the “Committee”). This Statement provides a list of the primary responsibilities of various parties related to the assets of the Foundation.

This Statement will be reviewed at least annually, and, if appropriate, can be amended to reflect changes in the capital markets, Foundation objectives, or other factors relevant to the Foundation.

II: DUTIES AND RESPONSIBILITIES

A. Investment Committee

The Board of Trustees of the foundation has delegated supervisory authority over its investing activities to the Investment Committee (the “Committee”) of the Trustees. The Committee is responsible for regularly reporting on the organization’s investments to the Trustees.

The Committee is authorized to retain an investment counselor or investment manager to assume the investment management function. In that regard, the Committee may enter into agreements with, delegate investment authority to, pay compensation to, and receive reports from one or more investment counselors and/or investment managers.

The Committee shall consist of members appointed by the Board of Trustees.  The Committee will consist of a chairman, who may call upon the advice of other members on a case-by-case basis. The Committee will meet at least annually and maintain a record of its activities.  The Committee will report at least annually to the Board of Trustees.

The Committee is responsible for managing the Foundation’s assets:

1. In compliance with the Foundation’s mission and purpose; 

2. To ensure that the Foundation is in compliance with applicable laws and regulations; and

3. To preserve and protect the organization’s assets, as well as maintain sufficient liquid reserves to meet obligations arising from unanticipated activities, by earning an appropriate rate of return on investments. To achieve this, the Committee will ensure that the future growth of the Foundation’s assets is sufficient to offset or exceed inflation plus required spending, investment management fees and taxes.

The Committee is charged with the authority and responsibility to:

· Design and administer the Foundation’s investment program;

· Develop an investment program with diverse risk characteristics across a variety of asset classes;

· Hire, supervise and terminate investment managers, trustees, financial consultants, custodians,  auditors, and legal advisors;

· Direct investment and management of Foundation assets:
-
approve asset allocation ranges and targets;
-
authorize periodic asset rebalancing;
-
approve investment performance benchmarks;

-
monitor investment performance;

-
evaluate investment manager performance;

-
recommend changes to the Foundation;
 

· Approve contracts with financial service providers;

· Delegate day-to-day Foundation management responsibilities to Staff (as defined herein).

B.
Staff

The Committee expects the Staff to provide day-to-day monitoring, supervision and administration of Foundation assets.  At least semi-annually, Staff will meet with the Committee and report on (i) the composition of portfolio assets, (ii) the performance of all portfolios and investment managers, and (iii) any other significant matters concerning Foundation assets.

Staff is responsible for the following:

1. The hiring, supervision or termination of investment managers,  auditors, trustees, custodians, financial consultants and legal advisors, with the approval of the Committee;


2. Policies, procedures, strategies and performance benchmarks for all investment portfolios; and


3. Return assumptions for the Foundation after consultation with outside advisors.

The Committee designates Staff to act on behalf of the Foundation to:

· Negotiate, sign and administer approved contracts with service providers as authorized by Committee;


· Monitor investment portfolios and implement approved strategies;


· Monitor and control expenses and pay vendor fees;


· Administer the flow of funds;


· Direct the activities of outside investment mangers,  consultants, trustees, and legal advisors; and


· Ensure that all financial aspects comply with applicable laws and regulations.

C.
Investment Advisor 

“Investment Advisor" means the investment manager to whom the Committee has delegated investment responsibility for the overall management and coordination of Foundation investments. The Investment Advisor will be responsible for the management of all Investment Managers hired to manage Separate Account (s). A "Separate Account(s)" means assets of the Plan allocated by the Committee or Investment Advisor to be managed by an Investment Manager.

The Investment Advisor, when designated by the Committee, shall:

1. Advise the Committee on matters relating to the design, construction and implementation of investment portfolios, including performance measurement benchmarks and the allocation of assets;

2. Implement the portfolio asset allocation mix consistent with the directives set out in Attachment A hereto;


3. Screen, hire, supervise, monitor, evaluate and replace Investment Managers;


4. Periodically rebalance assets among portfolios and Investment Managers to maintain asset allocation within guidelines;


5. Measure and report performance of portfolios and Investment Managers; 

6. Ensure that Investment Managers act in a manner consistent with the intentions of the Foundation and this Statement;


7. Meet at least annually with the Committee;


8. Act as a fiduciary for Foundation assets; and


9. Carry appropriate level of insurance coverage.

When the Committee has not designated an Investment Advisor, Staff will perform all of functions listed above.

D.
Investment Managers

The duties and responsibilities of Investment Managers retained directly by the Investment Advisor or Committee include:

1. Managing the assets in accordance with the policies, objectives and guidelines expressed in this Statement, or as expressed in a separate written instruction from the Committee when deviation is deemed prudent and desirable;


2. Exercising investment discretion to buy, hold, or sell securities in amounts or proportions consistent with the investment style and methodology that was the original basis for each manager’s retention;


3. Generally, remaining fully invested in the market for which they were selected;


4. Promptly informing the Investment Advisor or Staff regarding all significant matters pertaining to:


a) material changes in investment strategy and methodology, portfolio structure, and market value of managed assets;


b) the manager’s progress in meeting the investment objectives set forth in this document; and


c) material changes in the ownership, affiliations, organizational structure, financial condition, and professional staffing of the investment management organization, as well as gains/losses of clients and assets under management;


5. Informing the Investment Advisor or Staff of the “soft-dollar” arrangements between the manager and brokerage organizations and describing the services that are purchased with the soft-dollars generated by the foundation’s assets.  This information shall be updated annually and conform to industry standards;


6. Investing with the care, skill, prudence and diligence under the circumstances then prevailing that a prudent professional investment manager, acting in a like capacity and familiar with such matters, would use in the investment of such assets; and


7. Act as a fiduciary for Foundation assets.
II: INVESTMENT MANAGEMENT
A.
Investment Objectives

The investment objectives of the Foundation are to preserve, protect, and grow the organization’s assets, as well as the maintain sufficient liquid reserves to meet obligations arising from planned activities. To accomplish these goals, the Foundation will:

1. Achieve a long-term rate of return on investments that ensures that the growth of the Foundation’s assets will be sufficient to offset or exceed inflation, required spending, investment management fees, expenses, and taxes, over a full market cycle.

2. Diversify the portfolio among various asset classes with the goal of reducing volatility of return, and among various issuers of securities to reduce non-systematic, single issuer, principal risk.

3. Maintain liquidity in the portfolio sufficient to meet the Foundation’s obligations as they arise over time.

4. Control administrative, investment, and management expenses.

B.
Investment Selection
The Foundation’s assets will be invested in a wide range of investment options that will span the risk/return spectrum.  The broad asset classes to be offered include:

· U.S. Equity

· International Equity

· Fixed Income

· Alternative Investments: Hedge Funds, Private Equity, Commodities, and Real Estate

· Cash Equivalents.

The securities that will be used to invest in the above broad asset classes are described in F below.
C.
Asset Allocation:

The asset allocation limits established herein for the Foundation’s investment program reflect the risk tolerance of the Foundation, as determined by:

· the current and anticipated financial strength of the Foundation ;

· the funding status of the Foundation; and

· the Foundation’s liability composition and structure.

Exposure to equity, fixed income, and alternative investment markets will be maintained at all times, recognizing that historical results indicate that equities (primarily common stocks) have higher expected returns than fixed income investments over a long time horizon. It is, however, recognized that the expected higher equity returns are normally accompanied by higher levels of volatility.  In addition, exposure to alternative investments will be permitted primarily for their risk mitigating characteristics. Although it is recognized that some alternative asset classes also offer higher returns than available in public market securities (i.e.: primarily private equity investments) alternative investments are included in the investment portfolio solution primarily for their risk mitigating characteristics. In general, the Foundation’s policy is not to be a market timer but rather to take a strategic approach by maintaining exposure to a diversified portfolio at all times.

The proportion of total assets allocated to equity investments and alternative assets will be a major determinant of the risk level of the investment program.  The actual allocation of portfolio assets will be the target established by the Board. The current approved asset allocation targets are presented in Attachment A.

Percentage limitations in Attachment A are to be applied using the market value of assets. Within each investment category, separate portfolios may be established for purposes of investment management style diversification and for concentration risk management.

D.
Rebalancing:
Consistent with the limitations above, the Investment Manager will periodically adjust the allocation of assets (“rebalance”) depending on:

· net new money available for investment;


· the relative performance of asset classes; and


· the current asset allocation targets approved by the Committee as contained in Attachment A and its successor document.

Rebalancing may take place between asset classes and investment managers of differing style subject to the current target weights. The portfolio will be reviewed each quarter, at a minimum, to determine if any rebalancing activities are required and at least once each calendar year the portfolio will be rebalanced back to its normal target asset allocation range

E.
Investment Guidelines and Performance Benchmarks

GENERAL GUIDELINES
The overall investment performance objective is to meet or exceed the total fund portfolio benchmark return over a market cycle, consistent with acceptable volatility characteristics.  The committee should establish one or more overall portfolio benchmarks. Attachment B, and its successor documents, presents the benchmarks(s) for the total portfolio.

The following guidelines have been developed for use in specific asset classes.

U.S. EQUITY 

1. Equity investments are permitted to increase the return and diversity the assets of the portfolio. To diversify investments and to limit exposure to any one manager, investment style, or security, US equity investments may be allocated to one or more investment managers and divided across multiple capitalization sectors and style strategies of the US equity market (i.e.: large cap, mid cap and small capitalization stocks as well as growth vs. value investment strategies).  

2. Investment returns in the equity asset class are expected to meet or exceed the benchmark returns for each asset category over a full market cycle. Benchmark returns for each of these asset categories are identified in Attachment B.

3. Investment managers will observe the following guidelines:

a) Permissible equity investments include common stocks, ADRs, preferred stocks, and fixed income securities convertible into common stocks. Commingled vehicles (including registered funds for which the manager or its affiliate serves as investment advisor) which invest in these securities are also acceptable.

b) Cash equivalents may be held on a temporary basis but managers are generally expected to remain fully invested.

c) Commissions will be monitored to assure that they are reasonable.

d) No securities will be purchased on margin or with borrowed funds. 

e) No short sales will be made.


INTERNATIONAL EQUITY 

1. Use of international equity investments is an acceptable way to diversity the equity portfolio. One or more international investment manager will be utilized, as appropriate, to diversify across investment style, country segments, capitalization size, etc.

2. Investment returns in this asset class are expected to meet or exceed the benchmark index, as identified in Attachment B. 

3. Allocations to non-index, emerging market countries shall be collectively limited to 20% or less of the overall international equity segment of the portfolio.

4. Investment managers will observe the following guidelines:

a) Permissible equity investments include common stocks, ADRs, preferred stocks, and fixed income securities convertible into common stocks. Commingled vehicles (including registered funds for which the manager or its affiliate serves as investment advisor) that invest in these securities are also acceptable.

b) Cash equivalents may be held on a temporary basis but managers are generally expected to remain fully invested.

c) Commissions will be monitored to assure that they are reasonable.

d) No securities will be purchased on margin or with borrowed funds. 

e) No short sales will be made.

FIXED INCOME 
1. Fixed income investments are permitted to increase the portfolio’s cash flow yield and for their role in portfolio diversification. The fixed income portfolio will be the primary stabilizer for the portfolio in times of market stress – especially when equity markets decline. One or more fixed income managers may be utilized to diversify the fixed income portfolio across market segments (i.e.: U.S. Treasury, Government Agency, Corporate, TIPs, etc.) credit quality (i.e.: high grade versus high yield), domestic vs. international fixed income portfolio segments, etc.

2. Investment returns in this asset class are expected to meet or exceed their respective benchmarks, as identified in Attachment B, over a full market cycle. 

3. The majority of the fixed income portfolio will consist of securities that are classified as  “core” - investment grade fixed income securities (at least BBB-/Baa3 as rated by Standard & Poor’s/Moody’s) at time of purchase and may include:


a. Any security types represented in the Lehman Brothers Aggregate Bond Index, or other index used to benchmark manager performance.

b. Marketable debt of domestic or foreign issuers denominated in U.S. dollars.

c. Commingled vehicles (including registered funds for which the manager or its affiliate serves as investment advisor) which invest in the above securities are also acceptable.

4.    A small component of the fixed income portfolio may consist of non-investment grade debt securities (i.e.: rated below BBB-/Baa3 as rated by Standard & Poor’s/Moody’s at time of purchase). Generally for diversification purposes investments in non-investment grade fixed income will be accomplished using commingled vehicles (including registered funds for which the manager or its affiliate serves as investment advisor) which invest in the above securities.

5.    A small component of the fixed income portfolio may consist of international debt securities (both investment and non-investment grade). Generally for diversification purposes investments in these segments of the market will be accomplished using commingled fund vehicles (including registered funds for which the manager or its affiliate serves as investment advisor) which invest in the above securities.

ALTERNATIVE INVESTMENTS

1. Alternative investments are permitted to increase return and to reduce overall portfolio volatility. The use of alternative investments in the portfolio for speculation is not contemplated.

2. Hedge fund investments using commingled funds of funds vehicles, specifically designed for risk reduction (i.e.: designed to be uncorrelated with most major financial markets and as such produce a positive return in all market conditions – an “absolute return” vehicles), are permitted.

3. Private equity investments utilizing venture capital, buyout, etc. strategies that are constructed as diversified, commingled fund of funds vehicles are permitted. In general private equity investments are long term (i.e.: greater than 10 year capital commitment tie up) and illiquid. Their inclusion in the portfolio is for their risk adjusted return enhancement capabilities.

4. Investments in both domestic and international real estate that are designed as diversified, commingled fund vehicles are permitted. Real estate investments are attractive for both their income production and capital appreciation potential. In addition this asset class has historically demonstrated an ability to deliver real (i.e.: inflation adjusted) returns. Finally its low correlations with other major financial assets (i.e.: primarily stocks and bonds) provide significant diversification benefits.

5. Investments in diversified, broad based pools of commodities which are designed as commingled vehicles are permitted. The addition of commodity investing to the portfolio is for risk reduction not speculation purposes. Commodities have exhibited some of the lowest historical correlations to other major financial assets (i.e.: primarily stocks and bonds) making them attractive risk diversifiers for the portfolio.

6. Investment returns in this asset class are expected to meet or exceed their respective benchmarks, as identified in Attachment B, over a full market cycle.

7. In the case of any of the alternative investments described above, manager may utilize registered or unregistered commingled funds for which it or its affiliate serves as investment advisor.

CASH EQUIVALENTS

1.   Any individual cash equivalent security held in the portfolio must be investment grade and rated at least A1/P1 by one or more of the major, independent, rating company (i.e.: Standard & Poor’s, Moody’s, etc.). An exception to this rule is made for “unrated” securities issued by the U.S. government or its agencies.  In addition, to avoid issuer concentration risks, investments in any single issuer, except government securities, may not exceed 10% of the market value of the fixed income portfolio.

2.   Diversified commingled funds, money market funds, etc. (including registered funds for which the manager or its affiliate serve as investment advisor) are an acceptable investment for this segment of the portfolio. When investments in a diversified money market fund vehicle are utilized the restrictions identified in item (1) above do not apply.

USE OF DERIVATIVES 

Investment Managers may use financial derivatives in limited circumstances in order to pursue investment objectives.  This Policy Statement limits the use of financial derivatives in the following ways. 

1. The Investment Advisor will not purchase or retain any individual security that would be classified as a derivative on its own. In no way is this prohibition on the purchase and retention of a security classified as a derivative intended to restrict the purchase and retention of derivative securities that might be held in a commingled or fund vehicle or separate account.

2. In the event the Investment Advisor utilizes a separately managed account or commingled fund in the investment solution, the Investment Advisor and appropriate Investment Manager are responsible for ensuring that any use of derivatives in the separately managed account or commingled fund vehicle is consistent with the investment objectives of the separately managed account or commingled fund vehicle (per Section II, "Duties and Responsibilities").

3. All Investment Managers – whether hired to oversee a particular aspect of the portfolio or the portfolio in its entirety are responsible for insuring that any use of derivatives is consistent with overall investment objectives of this policy statement (per Section II, "Duties and Responsibilities", and Section III c, "Investment Guidelines").

F.
Performance Review and Evaluation
The Investment Manager will review and evaluate investment performance quarterly in the context of the current investment environment and the long-term investment horizon of the Foundation.  Performance evaluation will be done at the total Foundation level, for each asset class, and for each fund. The performance review at the fund level will evaluate total fund performance versus the overall policy benchmark. The performance review at the asset class level will evaluate asset class performance versus the benchmark. The performance review at the collective fund or manager level will evaluate fund or manager performance versus appropriate investment style and size appropriate benchmark.

 ATTACHMENT A: INVESTMENT TARGET ALLOCATION

The following targets are to be applied to the allocation of the Foundation’s assets until such time as the Board revises this Attachment:

 

[image: image1.emf]Policy 

Normal 

Level

Lower 

Range -

Upper 

Range

Equity Portfolio:

Large Cap U.S. Equity 31% 25%

-

36%

Mid Cap U.S. Equity 4% 2%

-

5%

Small Cap U.S. Equity 4% 2%

-

5%

Developed International Equity 13% 11%

-

16%

Emerging Markets Equity 2% 1%

-

3%

   sub-total 53% 45% 61%

Fixed Income Portfolio:

"Core" U.S. Investment Grade Bond 32% 26%

-

37%

Inflation Protected Securites 0% 0%

-

11%

International Bonds 0% 0%

-

11%

High Yield Bonds 4% 2%

-

5%

   sub-total 35% 30% 40%

Alternative Investments:

Global Real Estate 8% 6%

-

10%

Commodities 2% 1%

-

3%

Diversified "Fund Of Fund" Hedge Funds 0% 0%

-

0%

Private Equity 0% 0%

-

0%

   sub-total 10% 9% 12%

Money Market 2%

1% 3%


ATTACHMENT B:

INVESTMENT PERFORMANCE BENCHMARKS

Overall Portfolio:


Blend of: 

60% S&P 500 Index





40% Lehman Aggregate Bond Index

Large Cap U.S. Equity:


S&P 500 Index


Russell 1000 Index

Mid Cap U.S. Equity:


S&P 400 Index


Russell Mid Cap Index

Small Cap U.S. Equity:


S&P 600


Russell 2000 Index

International Equity:

      Morgan Stanley Capital International Europe, Australia, and Far East Index

     (“MSCI EAFE”) Net Dividends (ND)

     Morgan Stanley Capital International (“MSCI”) Emerging Markets Free Index

Fixed Income:

            Lehman Aggregate Bond Index


      Lehman High Yield U.S. Corporate Bond Index (with 2% issuer cap)

Hedge Fund of Funds:


      HFR Funds of Funds Index: Composite


      HFR Funds of Funds Index: Conservative
Private Equity Fund of Funds:

            Russell 2000 Index + 2%

Commodities:


      Dow Jones – AIG Commodities Index

Real Estate:

            FTSE – EPRA/NAREIT Global Real Estate Index

Short Term Investments:


      90 Day T-Bill

Appendix D

Sample Grant Guidelines

The Do the Most Good Foundation (the “Foundation”) was established by John and Sharon Robinson, incorporated as a private foundation in the state of Illinois on March 1, 2007, and awarded its tax-exempt status in December, 2007.

The Foundation supports environmental and child-welfare cause.  The Foundation also supports international and humanitarian efforts. Limited grants may be made to projects and programs of special interest to the Robinson family.  In general, the Foundation does not make grants to endowments, political campaigns or religious organizations.

	Application Procedure


Grant applicants must submit a 1-2 page letter of inquiry that contains the following:

· Purpose and history of the organization

· Goals, objectives and the populations served by the project

· Current status of the project (i.e., date established and anticipated duration)

· Copy of the organization’s IRS exemption letter

Letters of inquiry should be submitted on the organization’s letterhead to:

The Do the Most Good Foundation, 50 S. LaSalle, Chicago, IL  60603. Letters of inquiry will be reviewed within 30 days of receipt.  If the project falls within the interests of the Foundation, the applicant will be advised to submit a complete proposal that should contain the following:

· Mission statement of the organization

· Description of the organization and its background and history

· Full description of the program, its goals, objectives and the population being served

· Clear evidence of the need for the program

· Identity and qualification of the key personnel involved

· Names and affiliations of all directors or trustees

· Detailed program budget showing all sources of funding, including amount being requested from the Foundation

· Latest financial statements including most recent audit reports

· The plan for continuing support after the Foundation funding ends

· Projected organizational operating budget for the duration of the program

· Documentation that the organization’s board of directors/trustees support the proposal

· Copy of the organization’s IRS exemption letter

	Review Process


Completed applications will be discussed at the next scheduled board of directors quarterly meeting, providing all of the above is received at least eight weeks prior to the meeting.  Applicants will be notified of the disposition of the request within two weeks after the board meeting.  

Appendix E
Sample Site Visit Report

Date of visit:




Visited by:


Name and address of site:

Amount requested:  $
Purpose of grant request:

	Feasibility of Project


· Is there adequate talent in the leadership (board and staff) for the program to succeed?  Who will staff the project?  What is her/her experience?  Who will supervise the project? Will the staff seek training or consultants if needed?

· How is the organization governed?  What kind of board involvement is expected?

· Is there a probability of sustained change from our involvement, either within the organization or in the social problem being addressed?
· Will our involvement (financial or otherwise) help the organization gather additional aid?

· Is there a better way to help, apart from the request as it stands?

· Does this program further the foundation’s mission and goals?

· Is the organization clear about the problem(s) they are trying to solve or impact?

· If applicable, is the organization proposing to help those who are most seriously affected by the problem?  If not, why not?

· Can the organitization be specific about what they propose to do? How? When?

· Is the approach feasible? Innovative/ Cost-effective?

· Does the approach foster self-reliance?

· Is this project complementary or duplicative?  Why?

· How will the organization know if the project is succeeding before all the money is spent?

· What kind of interim reports will we receive?

Organization’s and/or program’s strengths:

Organization’s and/or program’s weaknesses:

	Perceptions of Interviews and Summary of Findings
	Recommendations

	· Personnel

· Priority needs

· Ability to grow

· Sense of mission

· Management efficiency and effectiveness

· Knowledgeable about their programs
	· Full funding, partial funding, no funding, more than requested

· Suggest organization submit formal proposal

· Activities fall outside foundation’s specific program strategy

· Contact outside consultant for assessment

· Check community for alternative services


Sample Financial Review Checklist

· Does the organization have timely audited financial statements available (no more than five months after fiscal year end)?

· Does the organization have an independent auditor’s report or auditor’s opinion that indicates any serious problems?
· Outstanding litigation

· Inability of the organization to continue in business

· Inadequate recordkeeping or internal controls

· Uncertainties pertaining to IRS or state audit adjustments

· Management omitting required disclosures

· The auditor’s inability to render an opinion
· An adverse (unfavorable) opinion by the auditor

· Are there warning signs in the balance sheet and income statement?
· Continuous operating losses or fund deficits

· Excessive payables and other liabilities with minor or no cash

· Erosion of endowment and reserves to fund operations

· Excessive cash and investments

· Large amounts in miscellaneous expense categories

· Excessive administrative or payroll expenses
· Reliance on one or two funding sources only

· Poor yields on investments

· Are there signs that indicate the organization is financially healthy and well-run?

· Operating profits

· Building up of endowments and reserves

· Increase in pledges

· Administrative expenses generally below 20%

· Ability to add new programs and projects

· Attractive yields on investments
Sample Grant Agreement
	Conditions


1) The grant is to be used solely for the purchase of playground equipment for the Boys & Girls Club of Chicago (the “Club”) as described in the proposal dated May 14, 2008.

2) The Club is an organization that is both exempt from tax under Section 501(c)(3) of the Internal Revenue Code (IRC) and an organization described in IRC Section 509(a)(1) or (2).  The grantee has confirmed such status by filing its determination letter with The Do the Most Good Foundation (the “Foundation”).

3) The Club warrants and represents that its receipt of this grant will not adversely affect the Club’s status as other than a private foundation within the meaning of Sec. 509(a) of the IRC.

4)  The Club will furnish to the Foundation any information concerning a change or a proposed change in the Club’s exempt status.

5)  If the Club’s exempt status changes, the Foundation reserves the right to have all remaining grant funds immediately returned.

6) Any funds not used or committed for the specific purpose of the grant within the specified term must be returned to the Foundation unless otherwise authorized in writing.
7) The Club must provide a written grant evaluation report as soon as possible after close of the grant period describing conclusions, progress and/or status of grant objectives including how funds were expended to attain the objectives.

8) The Foundation desires that all resources of the Club be dedicated to accomplishing its charitable purpose.  Accordingly, the Club agrees not to recognize the Foundation, its board members or staff, or this grant with certificates, plaques or similar mementos.

Please signify your agreement of the foregoing terms and conditions by having a duly authorized officer sign and return a copy of this letter.

Sincerely,

Sharon Robinson, Director

The Do the Most Good Foundation

The Boys & Girls Club of Chicago
________________________

___________________________

By:





Date:

Sample Grant Evaluation Report

The following information is requested by The Do the Most Good Foundation (the “Foundation”) to help us document the activities and outcomes of your grant.  If any component is not appropriate to your project, please list the component, followed by the letters N/A.

	Project Information


· Please refer to the proposal funded by the Foundation and list your objectives for the proposal period.  Describe the progress toward accomplishing your objectives and note the number of persons affected by your activities when appropriate).

· Was it necessary to make any changes in the proposed project?  Is the project on schedule? Have there been any staff changes? Please explain any modifications to the proposal.

· Briefly summarize the project’s evaluation process.  What did you learn from the evaluation?

· What do you consider your most notable project accomplishments during the past year?

· What were the greatest challenges/obstacles in developing and implementing the project?

· Describe any lessons you learned in carrying out the project objectives (e.g., lessons dealing with process, strategies, unexpected problems, or outcomes).

· What other organizations/coalitions did you work with to initiate and implement this project?

· With respect to this project, what are the foreseeable problems and prospects?

· Do you have any comments/suggestions about working with the Foundation?

	Financial Information 


· Please provide projected versus actual expenditures to date.  Describe any budget changes or other financial adaptations required by any unforeseen situation(s).
· Submit a copy of your most recently completed monthly financial statement (which should include year-to-date information) and, if you have completed a fiscal year in the last six months, attached your audited financial statement.

· Indicate how this project will be funded in the future.

	General


Attach copies of any significant materials, newsletters, brochures, or articles that shed light on the project’s or your organization’s activities.
� See also, Donors Forum, Illinois Nonprofit Principles and Best Practices, 2005; Panel on Nonprofit Sector, Principles for Good Governance and Ethical Practice, A Guide for Charities and Foundations, October, 2007.


� “If a transaction is fair…at the time it is authorized, approved or ratified, the fact that a director of the corporation is directly or indirectly a party to the transaction is not grounds for invalidating the transaction.” (emphasis added) Illinois General Not For Profit Corporation Act of 1986 (the “NFP Act”), 805 ILCS 105/108.60(a).


� The duty of obedience has not been codified in Illinois, nor does the Revised Model Nonprofit Corporation Act of 1987 provide standards.  However, the duty of obedience has been recognized by the common law in Illinois.


� Illinois Charitable Trust Act, 760 ILCS 55/15.


� NFP Act, 805 ILCS 105/108.70(a).


� NFP Act, 805 ILCS 105/108.75(a).


� NFP Act, 805 ILCS 105/108.75(g).


� IRC Section 4940(e) provides that the 2% excise tax may be reduced to 1% in certain circumstances.


� Expenditure responsibility means that the private foundation is responsible to exert all reasonable efforts and to establish adequate procedures to: 1) see that the grant is spent solely for the purpose for which it was made; 2) obtain full and complete reports from the grantee on how the funds were spent; and 3) make full and detailed reports with respect to the expenditures to the IRS. (IRC Section 4945(h)).


� See also, IRC Section 501(c)(3), Reg. Sec. 1501(c)(3)-1(c)(2) and 1.501(c)(3)-1(d)(1)(ii). A charitable organization will lose its tax-exempt status if any part of the organization’s net earnings inure to the benefit of any private shareholder or individual, such as the organization’s creator.  The term “private shareholder or individual” generally means an insider of the charitable organization. The term “inurement” does not prohibit payments to stockholders or individuals.  Instead, the rule is generally directed at payments made to shareholders or individuals for purposes other than the reasonable compensation for goods or services.  In addition, no part of a 501(c)(3) organization’s net earnings may inure to the benefit of any private shareholder or individual.  This requirement must be met in both form and operation.  A charitable organization’s organizational documents must provide for distribution of the entity’s assets for exempt purposes upon dissolution. Private benefit means, “nonincidental benefits conferred on disinterested persons that serve private interests.”


� Treasury Regulation Section 53.4941(d)-2(f)(1).


� In PLR 902166, a corporation proposed to split the purchase price of tickets to a fundraising event with a private foundation with respect to which the corporation was a disqualified person.  The corporation would pay for the portion of the ticket price attributable to the value of the food and entertainment and the private foundation would pay the portion that was wholly charitable.  The IRS ruled that, if not for the payment of the charitable portion of the ticket price, the corporation would not have received the tickets, and thus the benefit to the corporation was not merely “tenuous or incidental.”


� Generally, under IRC Section 4941(d)(1)(D), payments or reimbursements by a private foundation to a disqualified person are self-dealing.  However, IRC Section 4941(d)(2)(E) provides an exception to that rule under which a private foundation may compensate or reimburse a disqualified person if the following three criteria are met: (a) compensation must be for personal services; (b) the amounts paid must not be excessive; and (c) the services compensated or the amounts for which reimbursement is made must be reasonable and necessary to the operation of the foundation.


� Council on Foundations, 2007 Grantmakers Salary and Benefits Report, 2008 (the “Report”), p.138.  The chief executive officer/president is responsible for directing the overall staff, program and administrative activities of the organization, making effective use of the foundation’s financial and human resources and working closely with the board to develop the foundation’s vision and strategies. 


� The Report, p. 142. The program director manages the grantmaking programs of a particular subject area or geographic region.  The program director recommends (or has authority to approve in some cases) distribution of grant dollars within the foundation’s budget.


� Also known as H.R. 4.  The Pension Protection Act  (the “Act’) was signed into law on August 17, 2006.  The provisions are generally effective August 17, 2006, or for tax years beginning after August 17, 2006.


� To be functionally integrated, Type III supporting organizations, must show that the supporting organization performs the functions of or carries out the purposes of the supported organization and, but for the supporting organization, the supported organization would normally engage in those activities directly.


� Certain gains are excluded, such as a gain from any portion of property used for at least one year for the foundation’s tax-exempt purpose, if the entire property is immediately exchanged following such period solely for property of “like kind”, which is also used primarily for the foundation’s tax-exempt purpose.  Under prior law, a foundation could not carry forward losses from the sale or disposition of property to offset gains in later years.  The Act provides that, in addition, a foundation may not carry back losses from the sale or other disposition of property to offset gains in prior years.


� See also, Rockefeller Philanthropy Advisors, Philanthropy’s New Passing Gear:  Mission-Related Investing – A Policy and Implementation Guide for Foundation Trustees, 2008.


� IRC, Section 501(c)(3).


� NFP Act, 805 ILCS 105/103.05.


� Esposito, Splendid Legacy:  The Guide to Creating Your Family Foundation, 2002.


� See also, Council on Foundations and the European Foundation Centre, Principles of Accountability for International Philanthropy, April, 2007.


� IRS Revenue Procedure 92-94 describes the affidavit requirements.


� The grantmaking foundation must exercise expenditure responsibility.


� See also, Association of Small Foundations, The New Foundation Guidebook, 2003; Rhoads, Paul K., Managing a Private Foundation, The Philanthropy Roundtable, 1999.


� See also, National Network of Consultants to Grantmakers, � HYPERLINK "http://www.nncg.org" ��www.nncg.org�. 


� See also, Hartley and Hartley, Passing Down the Foundation – How to help clients ensure future generations are prepared and successful, Trusts & Estates, April, 2008.


� Association of Small Foundations, The Trustee Handbook, 2007, adapted from the grant guidelines of The Fitzgerald Foundation.


� All sample grantmaking documents are adapted and included in the Association of Small Foundations, The Trustee Handbook, 2007.


� Adapted from Kathleen Odne, “Proposal Review Workshop,” Dean & Margaret Lesher Foundation, CA.
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