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■ Stimulate interest in giving among
family members who lack enthusiasm
for the foundation’s program areas;

■ Encourage family members’ partici-
pation in their own communities;

■ Motivate and train young family mem-
bers to participate in philanthropy;

■ Diffuse tension stemming from dis-
agreements over grants;

■ Allow board members who do not
have much personal wealth to give
more generously than they could
manage on their own;

■ Discourage pressure to use the grant
budget for pet projects;

■ Include family members in the fam-
ily’s philanthropy who are not serving
on the board (e.g., by dividing discre-
tionary funds among family branches
to donate as a family unit); and

■ Recognize the volunteer services of
board members by making small
grants to nonprofit organizations
where they serve.

Foundations vary widely in how they
use discretionary funds. Some allow
family members to donate funds to any
bona fide nonprofit organization of their
liking. Others stipulate that the funds
be given only to organizations that fall
within their guidelines.

Some family foundations steer clear of dis-
cretionary funds, which they regard as
potentially troublesome.They believe that:
■ Discretionary grants undermine the pur-

pose of the foundation as a family
endeavor based on shared values and aims;

■ Foundation money should not be
used for individual giving or be seen
as a substitute for individual giving;

■ Discretionary grants are not subject
to the same standards of review;

■ Discretionary grants confuse grantseek-
ers about the foundation’s purpose;and

■ The discretionary budget can grow
unwieldy as the number of family
members multiplies.

The term “discretionary fund” should
not be interpreted too loosely. These
grants are subject to the same legal
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Your foundation cannot pay a personal charitable pledge of a family member,
trustee, or other “disqualified person,” which includes certain relatives and staff
members. For a private foundation to use foundation assets to satisfy the per-
sonal obligation of a disqualified person is an act of self-dealing. Once any dis-
qualified person makes a personal pledge, it becomes a personal debt or
liability. 
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Like all grants from a private foundation, the board of directors as a whole is
legally responsible for approving any and all discretionary grants by trustees.
In practice, the approval of these grants is often delegated to one trustee (such
as the chair) or to a trusted staff person who is given responsibility for ensur-
ing that the grantee is an eligible 501(c)(3) organization, and that there is no
self-dealing or conflict of interest associated with the grant. It is particularly
important to pay attention to the self-dealing rules. Due to the nature of these
gifts, discretionary grants may be more prone to run afoul of self-dealing rules
(regardless of the intentions of the individual trustee).” (Excerpted from
Discretionary Grants: Encouraging Participation…Or Dividing Family?
Available from the National Center for Family Philanthropy.) (For a discussion
of the rules on self-dealing and conflict of interest, please see Facing Important
Legal Issues, p. 59.)
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