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Alternatives to Perpetuity:

A Conversation Every
Foundation Should Have

By Deanne Stone

hat is the most compelling argument for
continuing your family foundation, or
donor-advised fund, in perpetuity? What
is the most compelling argument for raising annual pay-
outs and setting a closing date? Whether to operate
indefinitely or limit the lifespan of a foundation is among
the most fundamental questions that foundations can
ask—and a conversation every family or board should

have. The vast majority of family foundations are estab-

lished to run in perpetuity, although more new founders are setting time

limits for their foundations at inception. Occasionally existing founda-

tions, too, set new time limits in response to changing societal or family

circumstances. This Passages issue paper is aimed at new donors consider-

ing a limited lifespan for their foundation, existing foundations that have

already set a closing date, or any family contemplating the question.

BACKGROUND: THE PERPETUITY
VS. SUNSET DEBATE
The debate over perpetuity vs. time limits has
raged for nearly as long as foundations have
existed. Briefly, the argument centers on the
question of whether foundations can have a
bigger impact on social problems by spending
their assets in a shortened or defined time frame
to address current needs, or by spending mod-
erately now to ensure funding for future needs.
Setting up family foundations to run in
perpetuity is a legal right and a popular choice,
but some question whether foundations best
serve society through longevity as other per-
petual institutions, like museums, libraries, and
universities clearly do. Holding assets to build

cash reserves, say some observers, is not a com-
pelling reason for foundations to exist forever.
Furthermore, inflation erodes the value of the
dollar, making money spent in the future worth
less than money spent today.

Proponents of perpetual foundations argue
that investing for growth over the long term
generates a steady and increasing flow of phil-
anthropic capital to address social problems
now and in the future. They argue that the
knowledge and strategies they build over time
allow them to become more effective as grant-
makers, and allow them to address deep-seated
social problems over long periods of time.

Those who favor spending more dollars
today counter that no one can predict future
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FIGURE 1: SUNSET, SPEND OUT, SPEND DOWN:
WHAT’S THE DIFFERENCE?

These terms are often used interchangeably, but in this
edition of Passages they have distinct meanings:

e Sunset: a closing date for the foundation, usually
stated in a trust document or bylaws.

¢ Spend out: a deliberate plan to deplete the founda-
tion’s assets within a designated time period, resulting
in the closing of the foundation.

e Spend down: a policy of regularly or periodically rais-
ing the payout for grants above the 5 percent
minimum, recognizing that it may shorten the life of
the foundation, or decrease the assets available for
future grants.

needs, and new wealth is constantly being created. They
point to billion-dollar foundations that didn’t exist a
decade ago, like the Bill and Melinda Gates Foundation
and the Gordon and Betty Moore Foundation and the
huge intergenerational transfer of wealth expected to fuel
philanthropy over the next 50 years.

Making large payouts makes sense for foundations
whose missions require them to move quickly when

FIGURE 2: ABOUT THE FOUNDATIONS
Date

opportunities arise, for example, to save a parcel of
wilderness from development or to inoculate threatened
populations against a contagious disease. Other founda-
tions have missions and strategies that lend themselves to
sustained, long-term support, such as funding education,
fighting historic problems like racism and sexism, and
supporting programs for the mentally ill.

One approach is not inherently better than another,
but rather a decision that all boards should make based on
the foundation’s mission and particular circumstances. A
vibrant nonprofit sector needs both philanthropists will-
ing to invest large sums for potentially quicker results
today and philanthropists investing in social programs for
the long term.

Closing a family foundation is a monumental deci-
sion. Just contemplating a closing can arouse strong
emotions. Many family members feel guilty, as if they are
betraying the founders or reneging on an obligation to
continue the foundation over the generations. Few come
to the decision to close easily. More commonly, they ago-
nize over their options for months or even years before
they are ready to act.

Spending out is not right for everyone—or even for
most foundations—but it’s an intellectual exercise that
every foundation should consider. Most will come away
from the discussion with an even stronger commitment
to the work of the foundation. And a few may decide
that, perhaps, the foundation could have an even greater
social impact by spending more now.

Decided Decision Asset Key
Date to Spend Made Closing Size at Focus
Foundation Name Established Out By Date Peak Areas Website
Beldon Fund 1983 1998 Founder 2008 $100 million  Environmental www.beldon.org
advocacy
Aaron Diamond 1955 1983 Founder 1996 $150 million  AIDS research, minority n/a
Foundation education, culture
Eckerd Family 1968 1999 Founder 2014 $100 million  At-risk youth in juvenile www.eckerdfamilyfoundation.org
Foundation justice and foster
care systems
Girl's Best Friend 1999 2003 Founder/ 2008 $3.5 million Empower young www.girlsbestfriend.org
Foundation board women & girls
Steven and Michele 1999 TBD n/a TBD $90 million Environment, nuclear www.kirschfoundation.org
Kirsch Foundation disarmament,
medical science
Olin Foundation 1953 1975 Founder 2005 $400 million  Conservative think www.jmof.org
tanks, university law &
economics departments
The Whitaker 1975 1991 Board 2006 $450 million Biomedical engineering www.whitaker.org
Foundation
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MOTIVATIONS FOR SPENDING OUT

Because most foundations close without leaving a public
record, it’s very difficult to know what specific circum-
stances led them to spend out. In recent years, a number
of large, influential foundations have announced their
intentions to spend out by a specific date or to spend
down by increasing annual payouts. The Atlantic Philan-
thropies in New York, for example, has assets of close to
$4 billion, and six of the seven foundations interviewed
for this Passages had assets at their peak of
$85 million and higher. (See Figure 2).

Larger foundations are more inclined to publicize their
plans because they cannot easily disappear without anyone
noticing. The situation is difterent for small family foun-
dations—those with less than $5 million. Without a record,
it’s possible only to make an educated guess at why they
closed. Some may have decided that making a few large
grants would be more effective than making many small
grants over many years. Others may have run out of steam
after the death of the founders. Successors may have lost or
lacked interest in the mission or direction of the grant-
making, and others may have had no connection to the
geographic area where the foundation funded.

Family conflicts were probably another factor. By the
second and third generations, family members start mov-
ing in different directions—not only geographically, but
often politically and philosophically, too. Disagreements
over missions and program areas or personality clashes
could also have been factors in their closing. Figures 3 and
4 provide additional motivations cited by founders and
boards for limiting the lifespan of foundations and other
philanthropic vehicles.

CONSIDERATIONS IN SPENDING OUT
Spending out requires careful planning and timing. Ide-
ally, before making the decision to spend out, trustees
could consult with colleagues in similar circumstances
who have completed the process. Regrettably, up until
now, only a few foundations, notably the Aaron Diamond
Foundation and the Lucille P. Markey Charitable Trust,
have documented their closing. The rest have quietly dis-
appeared. Fortunately, that situation is changing. Today,
more foundations recognize the importance of sharing
their experiences with colleagues. That was the case with
the seven foundations interviewed for this report. While
they were at different stages of shutting down and varied
greatly in size, they all faced the same basic challenges in
working against a deadline: redefining goals, changing
investment and grantmaking strategies, communicating
with grantees and the public, preparing grantees to find
replacement funds, anticipating staff needs, attending to
legal requirements, and planning their legacies.
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FIGURE 3: WHAT MOTIVATES DONORS TO
LIMIT THE LIFESPAN OF THEIR PHILANTHROPIC
VEHICLES AT INCEPTION

e Desire to control their own giving and see results in
their lifetime

e Guarantee that their mission will be honored
e Commitment to alleviating current suffering

e A critical moment to effect change in key funding
area

e Belief that founders have freedom to act more
boldly than successors

e Desire to accomplish a specific mission in a defined
period

e Fear of a bureaucratic management developing after
their death

e Fear of burdening future generations not interested
in grantmaking

e [ ack of heirs or suitable heirs

Clarifying goals and sticking to them

Once a foundation decides to spend out, its first order of
business is redefining—and clarifying— its mission. Set-
ting clear goals is the critical first step, and it should not
be rushed.

Jack Eckerd, founder of the Eckerd Drug Store chain,
established The Eckerd Foundation in Florida in 1968.
Some thirty years later, he invited his children to join the
board. He wanted them to have the experience of giving
away money together, and he deemed 15 years sufficient
time to make a significant contribution. “If foundations
have forever,” he said, “they’ll take forever to accomplish
anything.” Reconstituted as the Eckerd Family Founda-
tion, the board agreed on a new mission and funding areas
and hired a consultant to work with them. Eighteen
months later, the board adopted a strategic plan. Now in
its fifth year, the board is right on track. “Taking time to
think through options and develop a strategic direction
paper was key,” says Joe Clark, the president and son-in-
law of the founder. “Everything followed from that.”

Nonetheless, when urgent situations arise, even foun-
dations that are spending out may reconsider their
direction. That was the case with the Aaron Diamond
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Foundation. In 1983, Mr. Diamond, a New York City real
estate developer, and his wife, Irene, decided to give the
bulk of their fortune to the foundation. They intended to
spend out the assets within 10 years of either’s death on
medical research, minority education, and cultural pro-
grams. Regrettably, Mr. Diamond died the following year,
and their plans were delayed for two years. Alarmed by
the AIDS epidemic and its severity in New York City and
elsewhere, and aware that public and institutional support
for research was lagging, Mrs. Diamond saw an opportu-
nity to jump-start AIDS research. With an initial
contribution of $10 million, the foundation launched
the Aaron Diamond AIDS Research Center.

Aggressively funding research on a mysterious new
disease was a big risk. Luckily, it paid oft. The nearly
$50 million dollars the Diamond Foundation poured into
research led to the development, in particular, of protease
inhibitors, saving thousands of lives. “Without the infu-
sion of large sums of money,” says Vincent McGee, former
executive director of the foundation, “the research would
have been delayed. We never would have seen the results
that we did and as soon as we did.”

FIGURE 4: WHAT MOTIVATES BOARDS TO
LIMIT THE LIFESPAN OF EXISTING
FOUNDATIONS

e Mission accomplished or no longer relevant

e Significant increase in assets created opportunity
for bold investments

e A critical moment to effect change in key funding
area

e Opportunity to increase grantees’ impact on critical
public issues

e Assets have shrunk or have grown too large to
administer

e Successors lack interest or qualifications to run
foundation

e Family members don't get along or have opposing
interests

e Family members no longer live in geographical
region

e Changing economic, political, or social climate
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“Without the infusion of large sums
of money, the research would have
been delayed. We never would have
seen the results that we did and as
soon as we did.”

— Vincent McGee

Aligning investments with spending plans

Once foundations set a timeframe for spending out, they
must rethink their investment strategies to fit their new
goals. Determining the size of payouts and a schedule for
disbursing them is one task. Ensuring a sufficient income
to cover expenses over the remaining lifetime of the
foundation is another. Foundations that are spending out
do not have the luxury of riding out fluctuations in the
stock market. To achieve liquidity, they must gradually
move investments from equities to bonds or money mar-
ket funds that pay more predictable returns.

Timing the depletion of assets to coincide with the
closing of the foundation can be tricky, as Bill Roberts
learned. Roberts is the executive director of the Beldon
Fund in New York. The Fund was started in 1983 by
John Hunting, an environmental activist. In 1997, his fam-
ily’s business, Steelcase, Inc, a designer and manufacturer
of office furniture, went public. Hunting liquidated his
holdings and endowed the Beldon Fund with $100 mil-
lion, stipulating that the entire corpus be depleted in 10
years. Then in his mid-60s, Hunting wanted to be engaged
in the Fund’s work while he was still healthy and to see
the results of his efforts during his lifetime. “Those of us
who fund environmental work know how high the stakes
are,” he wrote.“Time is growing short and we must throw
all our forces into the fray now before it’s too late.”

Because the Fund planned to make its biggest pay-
outs in the first four years, it needed a strategy for
generating the biggest return on investments in the early
years when the corpus was the largest. Later, they
switched to a conservative investment strategy, using as
their model a 401 (k) account for a 60-year old worker.

“Most financial advisors are geared to investing for
perpetual foundations,” says Roberts. “If, at the start, we
had had examples of financial trajectories used by other
foundations, we could have moved more quickly. As it
turned out, it took us one year to hit on the right invest-
ment strategy.”

www.ncfp.org
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Changing financial circumstances required several of
the foundations interviewed for this study to alter their
original investment strategies. The assets of two founda-
tions increased substantially during the stock market
boom of the late ‘90s while at the same time another
foundation’s assets plummeted. Two foundations received
additional large injections of cash from the estates of
deceased founders and another foundation operated with
more uncertainty, raising cash by selling off real estate
holdings at opportune moments.

The Whitaker Foundation in Washington, DC, was
one that benefited from the stock market boom. It had
originally worked out a conservative investment strategy
for spending out. But while reallocating its investments
in the late ‘90s, its assets ballooned by $100 million.

Uncas Whitaker, an engineer, founded AMP, Inc, later
sold to Tyco and today the world’s largest manufacturer
of electrical and electronic connector systems. When he
established The Whitaker Foundation in 1975, he sug-
gested that the trust consider distributing the entire
principal and income of the trust within 40 years of
his death.

The Foundation was a pioneer in funding biomed-
ical engineering. After years of slow growth, the field was
finally poised to take off. Technological advances in the
1980s had created new opportunities, but few universi-
ties had departments of biomedical engineering. In 1991,
the Whitaker Foundation board set aside time to rethink
its grantmaking strategy.

At the time, the Whitaker Foundation was adhering
to the legal minimum of a 5 percent payout. It deter-
mined that funding just one new biomedical engineering
department would have cost several million dollars and
would have consumed much of the foundation’s entire
annual grants budget at the time. Doubling the annual
payout to 10 percent wouldn’t have provided enough
money to make a significant difference in the biomed-
ical engineering field. If the field were to develop, the
‘Whitaker board decided, several departments would have
to be created simultaneously.

After a year of discussions and consultations with top
researchers, the board concurred that the foundation
could make a bigger impact on its chosen field by spend-
ing out than by continuing in perpetuity. It worked out
a plan to distribute the foundation’s entire assets—at the
time $350 million, and later to grow to $450 million—
in 14 years.To ensure a predictable stream of revenue as
assets declined, the board gradually transferred assets from
stocks and bonds to investing the entire corpus in Trea-
sury STRIPS.

“Because of the surge in the value of our portfolio,
we had more money to disburse than we had ever
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anticipated,”’ says Frank Blanchard, director of communi-
cations. “This ultimately allowed us to fund building
projects at universities, something we hadn’t planned
to do.”

The vagaries of the stock market were less kind to the
Steven and Michele Kirsch Foundation in Silicon Valley.
Steven Kirsch, a high-tech entrepreneur, made his fortune
creating and selling software companies. Kirsch
approached philanthropy with the same boldness he
brought to business. In 1999, he endowed the foundation
with $50 million and the Board invested 90 percent of the
assets in high-tech stocks. The assets soared to
$90 million. Then, the dot-com crash hit, and the foun-
dation’s assets plunged to a current low of $9.2 million.

From the start, Kirsch was prepared to spend down
the assets. He set the foundation’s annual payout at 10-12
percent, believing it was necessary to make big invest-
ments to get big results. He never imagined when he
started the foundation the foundation, however, that it
might close before reaching its 10th anniversary. With its
corpus reduced to a fraction of its original size, the foun-
dation was forced to revamp its investment strategy and
draw on principal every quarter to cover expenses.
Nonetheless, Kirsch is undaunted. “He still believes that
spending money now to get results is more important
than having the foundation exist in perpetuity,” says
Kathleen Gwynn, the foundation’s president.

Revising grantmaking strategies to fit new timeframe
Once a foundation decides to spend out, trustees may
find themselves being liberated from many of the
restraints they have worked under in perpetual founda-
tions. Having a last chance to make their mark, they are
free to think big and spend big.

While it is exciting to be able to award large grants
to deserving grantees, grantmakers must also be mind-
ful of potentially undesirable consequences that large

“Those of us who fund environmen-
tal work know how high the stakes
are. Time 1s growing short and we
must throw all our forces into the
fray now before it’s too late.”

—John Hunting
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gifts can have on organizations that aren’t prepared to
receive them. Before making large gifts, foundations may
want to provide technical assistance to grantees to ensure
that they have access to the best advice on investing and
managing money and on expanding their staff and serv-
ices. Moreover, receiving large gifts can also make it
harder for grantees to get future grants. Other founda-
tions may conclude that these organizations are well
funded and that other organizations are more in need of
immediate support.

The Girl’s Best Friend Foundation in Chicago has
always maintained close working relationships with its
grantees. When it decided to spend out, it deliberated
long and hard about how to leave grantees on the
strongest footing. The foundation was founded in 1994
to empower girls and young women in the Chicago area.
The founder, Cynthia McLachlan, and her children were
philosophically opposed to locking up money indefi-
nitely when so many urgent needs were unmet. Although
they did not set an endpoint for the foundation from the
start, they never intended to be bound by the minimum
5 percent payout. If making larger payouts resulted in the
foundation’s closing its doors sooner rather than later, that
was a risk the donor was willing to take.

In 2000, however, a change in the donor’ personal
situation coincided with flagging board morale. Those
two factors provided the impetus for the board to reassess
where it was and where it was going. The outcome of the
discussion was the unanimous decision to set a closing
date for the foundation. It voted to spend out the entire
corpus by 2008.

“The first six years of the foundation was a fertile
period for board and staff,” says Alice Cottingham, exec-
utive director. “But after the initial burst of energy, we
began to drift. We felt increasingly uncertain about what
direction we were taking. The decision to close resolved
the ambiguity, and we rallied to the task of doing it
thoughtfully and intelligently. Now that the plan is
underway and our clarity and sense of purpose restored,
everyone is more relaxed.”

The board and statt mapped out a long-range grant-
making budget that raised annual payouts to $1 million
a year. Keeping grantees’ concerns in the forefront, the
foundation switched to multiyear grants to free grantees
from having to write annual grants proposals. They also
announced the payout schedule far in advance to allow
grantees time to make long-range plans: the budget for
core grants would remain stable for three years, and, as in
past years, grantees would receive a 10 percent add-on to
use in evaluating their organizations and programs. Start-
ing in 2007, however, core grants would be cut by 15
percent, followed by a 30 percent cut in 2008.

Copyright © 2005 National Center for Family Philanthropy

“Once a foundation decides to spend
out, trustees may find themselves
being liberated from many of the

restraints they have worked under in

perpetual foundations.”

The Beldon Fund set an ambitious agenda of seven
program areas when it received an infusion of $100 mil-
lion from its founder. Working against a deadline, it felt
pressure to achieve big results. But after a few years the
board realized that, despite its large budget, it didn’t have
the time to do justice to all the projects on its slate. Act-
ing quickly to refocus its grantmaking, it trimmed the
program areas to three, and identified key areas where
environmental reforms were most likely to be adopted.

“In the past, our grantees had to piece together pro-
grams by scrambling for money and getting by on a
shoestring,” says Bill Roberts.“The purpose of awarding
larger grants is to show the grantees and other funders
what these organizations can do when they have suffi-
cient resources. We want our work to continue after we’re
gone, and we think our grantees have the stuft to bring
about changes. But they can’t do it without the generous
support of other funders.”

John Olin, an inventor, industrialist, and staunch con-
servative, set up the Olin Foundation in 1953.To ensure
that his wishes were honored, to distribute the assets and
to close the foundation within a generation following his
death. In the mid-1970s, Olin revised the focus of the
foundation. Profoundly disturbed by the political climate
in the country, he was determined to use his resources to
change its direction. The foundation identified three pro-
gram areas to further its mission and redirected its funding
to conservative think tanks, law and economics depart-
ments at prestigious universities, and fellowships for
young conservative scholars. Raising its annual payout to
20 percent, it poured $20 million a year into grantees’
cotters. Moreover, to ensure that programs it created or
that bore Olin’s name remained strong, it gave multiyear
grants with matching components to those grantees. It
also awarded multiyear grants of up to $10 million to uni-
versity grantees. Recognizing that some grantees would
need more time to find replacement funds, the board
arranged for those grantees to continue receiving grants
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after the foundation’s closing and it created a trust with
a small board to approve the disbursements.

The Olin Foundation is renowned for its success in
achieving its goal of influencing public and economic
policies. For 25 years, it held to a tight script and invested
close to $400 million in grantee organizations. The Olin
Foundation closes its doors this year with its mission
accomplished. “Our strategy was to locate the best uni-
versities and think tanks to express thoughtful
conservative views,” says James Piereson, the executive
director. “Now the political climate has changed, and we
think we played an important role in that change.”

Communicating with grantees and the public

As soon as foundations formulate their goals and time-
frame for spending out, they must notify grantees and the
public of their plans. With the competition for grants
increasingly intense, grantseekers are understandably
upset when they learn that a foundation is closing, espe-
cially when the foundation has a specific mission not
widely supported by other foundations. The seven foun-
dations interviewed for this report went out of their way
to keep grantees apprised of changes and how the
changes would aftect them.

“There’s no ambiguity about our plans,” says Bill
Roberts.“The Beldon Foundation posts them on its Web
site and inserts reminders of its closing in all of its com-
munications with grantees. But some grantees are still in
denial. They know we’re going away, but they don’t want
to think about it.”

Besides announcing on its Web site that it was sus-
pending new funding in some of its issue areas
indefinitely, the staff of the Steven and Michele Kirsch
Foundation staff spoke individually with each grantee
about the foundation’s intentions to honors its commit-
ments and keep to its agreed upon timeframe.

The Girl’s Best Friend Foundation sent a letter to all
grantees outlining in detail the changes in the founda-
tion’s grantmaking, the rationale behind them, and how
those changes would be carried out. The staft followed up
by visiting every grantee to answer their questions and to
discuss the foundation’s five-year plan to increase sus-
tainability support while moving toward budget cuts.
During Fall 2004, the board and staft held a retreat to
review the foundation’s communications outreach and
other non-grants support for grantees to ensure that the
foundation was doing all it could to assist grantees.

“Our grantees were nervous when they got our let-
ter informing them of funding cuts over the next four
years,” says Alice Cottingham. “They worried not only
about losing funding, but about losing all the other
resources the foundation offers them.”

Copyright © 2005 National Center for Family Philanthropy

Joe Clark says that communicating with grantees
about the Eckerd Foundation’s intention to spend out
elevated the conversation between grantor and grantees.
“By asking them to give us their ideas for making some-
thing significant happen, we gave them permission to
talk in a new way. Instead of trying to get funding for spe-
cific programs, grantees began thinking about the
systemic, long-term changes they wanted to see happen.
If it sounded feasible and the numbers added up, we
funded it.”

Preparing grantees to find replacement funding

Spending out is a double-edged sword for grantees. While
they appreciate receiving larger grants, they are keenly
aware that the foundation’s generosity won'’t last. These
are realistic concerns that the foundations in this report
took very seriously.

The board and staft of Girl’s Best Friend worked out
an ambitious, multi-pronged approach to helping its
grantees secure replacement funding. To strengthen the
organizations and make them more attractive to funders,
they have funded staff development training, offered free
training in evaluation, and underwritten peer-to-peer
problem-solving workshops. Foundation staft also see it
as their responsibility to seek out opportunities within
local philanthropy for grantees. They serve as referral
sources, go betweens, references, and, when appropriate,
advocates with other funders whose funding priorities
overlap. Promoting grantees in Girl’s Best Friend Foun-
dation materials is essential to all its print and electronic
communications.

To lesson the shock of losing funding, the Beldon
Fund offers fundraising training to its major grantees. It
may hire consultants to work with grantees or provide
grants to organizations to hire consultants. “By starting
five years before closing,” says Bill Roberts, “we hope to
give grantees enough time to sharpen their fundraising
skills so they can sustain themselves by the time we close.”

The Diamond Foundation tried to ease the pain of
diminished payouts by lowering general support grants
gradually and making matching grants to assist organiza-
tions seeking replacement funds. The staft was particularly
concerned about the survivability of fragile grassroots
organizations and, in the last few years before closing, they
allotted time to helping those grantees find other means
of support. They introduced grantees to other grantmak-
ers and called colleagues to encourage them to pick up
funding for the grantees.

“It was difficult to say goodbye to longtime grantees,”
says Vincent McGee, “especially at a time when so many
foundations were cutting back on spending. I worried
most about small groups that had fragile programs and
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where community people worked for little or no wages.
We tried hard to see that they were taken care of, and I
don’t think that we let them down.”

Calibrating changing staff needs

The stafting needs of foundations that are spending out
follow a bell curve. The initial planning staff is small. As
the foundation begins implementing its programs, it usu-
ally adds more staff. About midway through the
designated lifespan, the workload peaks. Then, it gradu-
ally drops off as the number of new grants is reduced and
multiyear grants increase, eliminating the need for staff
review.

To plan for changing staffing needs, the Beldon
Fund settled on a mix of full-time staff and consultants,
what Bill Roberts calls his hybrid staft. “Using consult-
ants fits our purposes,” he says.“We have more flexibility,
fewer administrative costs, and we don’t have to lay any-
one oft?”

How can foundations attract and hold on to good
employees when their days of employment are num-
bered? None of the foundations reported difficulties in
retaining staft. As Kathleen Gwynn of the Kirsch Foun-
dation says, “Most people prefer to work for a limited
time on an exciting job dealing with important issues
rather than to have a secure job that’s dull. Who would-
n’t want to be a part of projects that can have far-reaching
impact on our lives?”

Nonetheless, all the foundations intended to reward
employee loyalty either with incentive packages to
encourage them to stay until the end or severance pack-
ages when the foundations close. Typically, the details of
those packages and bonuses are worked out as the clos-
ing date approaches.

Besides financial rewards, some foundations assist
employees in finding other jobs. The Whitaker Founda-
tion reimburses employees for educational expenses to
increase their skills and marketability, and the Eckerd
Foundation plans to offer consultations with financial
planners.When the Diamond Foundation was approach-
ing its closing date, it encouraged staff to seek other
positions. It made calls on employees’ behalf and wrote
letters of recommendation. Some employees took part-
time jobs and gradually transitioned to other full-time
jobs; by closing time, all had found other positions.

Attending to legal requirements

Foundations that are spending out must consult with
their lawyers to ensure compliance with federal and state
regulations regarding notification of closing and retention
of documents. Typically, foundations must notify the IRS
and their state’s attorney general, although rules vary by
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state. In addition, they must retain financial records and
personnel records until specific “destruct” dates; the
retention dates for tax records run from three to four
years and up to six years for personnel records.

Before the Olin Foundation closes its doors at the
end of this year, it must sort through voluminous files
going back 30 years. James Piereson, the director, has
asked the foundation’s lawyer to give him a memoran-
dum outlining what records have to be retained and for
how long.

“We’ll probably hold on to records of our grants,
financial disbursements, and important internal memos
from the past 20 years,” says Piereson.“Our auditor will go
through our financial records to help us determine what
goes into storage. The files can be retained in sealed and
labeled cartons. If anyone should wish to see documenta-
tion, they can contact our auditor.”

Lawyers will also advise the board of the specific date
of the dissolution of the trust or corporation and of any
additional legal fees incurred during the closing process.

Looking to the future

For the first half of the lifespan of the foundation, board
and staft are preoccupied by details of planning and
implementing their programs. As they look toward the
closing date, they must begin to think about their legacy.
How do they want to be remembered by posterity? And
where will they store their papers?

Computers and the Internet have helped to cut
down on the volume of paper that foundations generate
in the course of doing business. Nonetheless, when they
close their doors, they must decide what to do with years
of grants records, annual reports, memos and correspon-
dence. Professional archivists and librarians can offer
advice on organizing and storing documents.

The Olin Foundation has hired a writer to chroni-
cle the foundation’s history. James Piereson, the executive
director, says that he has not made a final decision about
what to do with the mounds of paper generated over its
52-year history.“We’ll probably donate our papers to the
Rockefeller Archives Center at its estate in Pocantico,
New York,” says Piereson.“We have so much correspon-
dence that my preference is to throw most of it away.”

The Diamond Foundation turned over the thou-
sands of documents it had accumulated to the New York
Public Library. Mrs. Diamond requested that the public
have access to the papers, hoping that they might even-
tually help researchers shed light on the question of
whether a foundation does better work when it has a
deadline or when it runs in perpetuity.

Not all libraries are willing to take thousands
of papers, and fees for maintaining archives may vary
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“Operating against a deadline forces
you to consider more options and to
entertain more alternatives.”

—Joseph Clark

considerably. The Beldon Fund is exploring the possibil-
ity of digitizing its records to reduce storage costs.

The Girl’s Best Friend has had initial conversations
with the Women’s History Archives Project at a local
university. One of its services is helping organizations
sort through their documents to determine what is valu-
able and who would be interested in receiving them. It
will also be contacting a local historical society as a
potential archive for its records.

One year away from its closing date, the Whitaker
Foundation is planning a legacy that will continue serv-
ing the field of biomedical engineering. For several years,
the staff has been building a detailed database of all bio-
medical courses offered in the US, including the names of
professors and the texts they assign. They will pass along
the database and other web-based resources to be shared
by other colleague organizations.

Even though the Eckerd Foundation is a decade away
from closing, it has begun thinking about ways it can con-
tinue supporting promising organizations after it closes.
One idea under consideration is awarding grants for
endowments to build the long-term capacity of a select
group of nonprofits.

Advantages and disadvantages of spending out

The six foundations in this survey that had a specific
plan to close concurred that working within a limited
timeframe kept them focused on the mission, energized,
and on their toes. Bill Roberts of the Beldon Fund speaks
for the foundations interviewed:

“Having a closing date absolutely focuses the mind. The
board and staff feel a sense of urgency that’s exhilarating,
and the effect of being unshackled from the
5 percent payout is hugely positive. We're more flexible,
more nimble, more opportunistic now than before we
decided to spend out. If we try something and it doesn’t
work, we have to figure out quickly how to fix it. Not hav-
ing the luxury of time has largely worked in our favor.”
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Paradoxically, contemplating the endpoint of a foun-
dation’s life can free the imagination of board, staff, and
grantees. Here is the pot of gold, now what can we turn
it into? Achievements that might have been pipe dreams
on a limited budget may become reality on a bigger
budget. Dreaming aloud can elevate the discourse
between grantors and grantees and widen the lens
through which they view possibilities.

“Foundations that fund programs on an annual basis
can become myopic and rigid in their thinking,” says Joe
Clark of the Eckerd Foundation. “Operating against a
deadline forces you to consider more options and to
entertain more alternatives. It keeps you alert and flexi-
ble in ways that are hard to maintain when you know the
foundation will run forever.”

Grants do not have to be big to pack a punch. Small,
strategically targeted grants can yield big results, but
there’s no doubt that large sums spent well have the
potential of producing major gains more quickly and
affecting more lives. By dramatically increasing payouts—
either by spending out the foundation or by spending
down the endowment over a defined period of years—
foundations may achieve results that would have been
unimaginable had they kept to the minimum payout
requirement.

The tremendous impact of well-placed dollars is
illustrated by the achievements of the Whitaker Founda-
tion. “Had we stayed with the 5 percent payout we’d still
be helping a handful of researchers get started,” says Frank
Blanchard, “but we set our sights higher... We wanted to
jump start biomedical engineering as a discipline. In
1992, there were 42 biomedical engineering depart-
ments. Today there are more than 100.We supported the
creation of 29 departments and enhanced many others.
We have supported more than 1,500 biomedical engi-
neering researchers who have mentored more than
13,000 students. These researchers have also started more
than 100 companies and created 200 new medical
devices.”

For all the benefits that can flow from foundations’
making the decision to spend out, it’s important to rec-
ognize the downside, too. The most obvious and
important disadvantage is the loss of ongoing funding.
Every time a foundation closes its doors, its grantees
must redouble their efforts to find replacement funds.
This can be especially hard on grantees working in
specialized fields that only a small number of founda-
tions fund.

Despite the Olin Foundation’s success in reaching its
goals and its long history as a reliable friend to conserva-
tive institutions, some conservatives have criticized the
foundation for closing its doors. They fear that no foun-
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dation of equivalent size and commitment will fill the
void left by the Olin Foundation. Although the Olin board
tried to protect programs it considered most vulnerable by
increasing annual support for three years, Piereson
acknowledges that the greatest hardship will fall on young
conservative scholars eligible for Olin Fellowships.

The Whitaker Foundation funds in an even more
specialized field than Olin. Frank Blanchard admits that
the grantees were troubled when the foundation
announced its plan to close.“They were concerned about
what would happen to them when we weren’t around
because no one else was supporting the field the way we
were. But since then, other organizations have increased
their support for biomedical engineering and things are
definitely looking brighter. There’s more funding avail-
able now and biomedical engineers are more optimistic,
but they still wish we weren’t closing.”

The loss of a funding source is always alarming to
grantees. But, as Alice Cottingham from the Girls Best
Friend Foundation says, the loss is greater than the funds
alone.“We are doing everything we can to ease grantees’
anxieties, but we know that, ultimately, our closing is a
hardship for them. These are groups with whom we’ve
cultivated relationships. We’ve been their ally as well as
their funder.”

Gauging the appropriate lifespan of the foundation

Some founders and their successors arbitrarily select a
time period in which to spend out. While it’s not possi-
ble to predict exactly how long it will take to finish the
job and do it well, experienced colleagues advise those
just getting started to bear in mind that the designated
lifespan is deceptive. Bill Roberts explains:

“Working with a dwindling corpus puts pressure on
the board and staff to reach its goals before closing the
foundation’s doors. If your timeline is 10 years and you’re
spending down in a straight line, you have to reach the
peak of your programmatic goals by year six or seven.
From our experience, I would say that 10 years is too
short. You have to figure that it takes three years to get
your sea legs, five to hit your stride, and another two to
phase out. It’s hard to bring about change in the last three
years. Those are the years for finishing up what you've
already accomplished.”

James Piereson concurs.“A decade sounds like a long
time, but it isn’t enough. We had almost 20 years of activ-
ity behind us before we set the final closing date, so we
were in a good position to spend the last of our money
on programs that we knew worked. If you decide today
to go out of business and you haven’t developed a mature
grantmaking program, you won'’t be able to achieve your
goals in 10 years.”
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FIGURE 5: ONE COLLEAGUE TO ANOTHER:
ADVICE ON SPENDING OUT

e |f possible, talk with experienced colleagues

e Hire a consultant to help you think through your
options

e Consult legal and financial advisors knowledgeable
about closing foundations

e Take your time in setting goals and planning
strategies

e Define clear goals and stick with them

e Determine how long it will take to reach your goals,
remembering that the last few years of the founda-
tion are taken up with the closing-out phase and that
change usually takes longer than expected.

e Communicate plans clearly to grantees, public,
and staff

e Offer multi-pronged assistance to prepare core
grantees to find replacement funds

e Remind grantees and grantseekers again and
again of your closing plans

e Think carefully about how you want to be
remembered

The Diamond Foundation achieved its most spec-
tacular goals in ten years, but that may have been a
fortuitous confluence of circumstances: a new and mys-
terious epidemic, little funding for research, and a
philanthropist prepared to take a big risk. Depending on
their goals, foundations may wish to plan for a longer
stretch of years for spending out. If they meet their goals
sooner, they can always announce a new closing date.

CONCLUSION: LESSONS FOR PERPETUAL
FOUNDATIONS

The vast majority of family foundations will probably
choose to be perpetual institutions. For most founders,
the family connection is a prime motivation for setting
up a foundation and for continuing over the generations;
working together with family members gives special
meaning to their philanthropy and pride in their contri-
butions. Nonetheless, even foundations committed to
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perpetuity can benefit from periodically debating the
merits of continuing or closing. Some foundations, for
example, discuss sunsetting every five years. They report
that these conversations reinvigorate the board, remind-
ing them of why the foundation is important to the
family and to their grantees.

One of the most exciting lessons that came from
conducting interviews with foundations that were clos-
ing was the discovery that perpetual family foundations
can have the best of both worlds. They, too, can have a
greater impact on their funding areas and do it without
spending out. There’s no reason, for example, why per-
petual foundations cannot create a series of long-range
plans equivalent to the 10 to 15 year framework in which
many foundations that are spending out work. Perpet-
ual foundations don’t have to commit sums great enough
to force them to spend out. Rather, they can experiment
with flexible payouts, spending more aggressively for a
limited period to achieve greater results or trigger
change at a critical moment and, later, cutting back.The
legacy of foundations that have spent out—the Aaron
Diamond Foundation, the John Olin Foundation, the
Lucille Markey Charitable Trust—are persuasive exam-
ples of what well-aimed, aggressive grantmaking can
accomplish.

‘What was striking about the foundations interviewed
for this issue paper was their concern for the sustainabil-
ity of their core grantees. Most offered technical
assistance, including sponsoring professional development
training workshops and consultations with fundraising
experts. And to assist grantees in finding replacement
funds, they introduced them to colleagues, made calls on
their behalf, and advertised their work on their Web sites.
The consideration these foundations gave to their
grantees’ well-being can be a model for all foundations.

Foundations that are closing made another discovery
that has implications for perpetual foundations. The
nature of conversations between grantors and grantees
changed when they turned their attention from individ-
ual programs to focusing on the larger picture. When
grantors opened the conversations to exploring possibil-
ities of what grantees might achieve with larger grants,
there was a new immediacy and honesty to the discus-
sions. Instead of telling grantors what they thought they
wanted to hear, grantees talked about what they really
believed. Perhaps, one day, this “clear-air” policy will be
an industry standard.

Paradoxically, the shortened lifespan forced these
foundations to think long-term about their place in his-
tory—and to dream. What can we do in the time
remaining to us to make the best use of our time and
resources? How can we have the greatest impact on the

Copyright © 2005 National Center for Family Philanthropy

FIGURE 6: A CHECKLIST FOR FAMILIES AND
TRUSTEES

Is spending out an appropriate option for your founda-
tion or advised fund?

Responding thoughtfully to these questions may help
your foundation or family advised fund decide whether
to stay on course, rethink your direction, or consider
spending out.

1.

10.

Have family members lost their passion for the
foundation or fund'’s mission?

Do changes in the social or political climate
demand aggressive funding now?

Would substantial increases in the size of grants
and annual payout make a significant difference in
what your grantees could accomplish?

Has your foundation or fund experienced a sharp
increase or decrease in the size of assets that
require you to rethink your grantmaking goals?

Would your board and family be more focused and
energetic working within a timeframe?

Do family members regard serving on the board
as a burden or obligation?

Do persistent disagreements over grants interfere
with your board or fund advisors’ ability to make
good grantmaking decisions?

Have family members drifted so far apart geo-
graphically and philosophically that they no longer
share the same goals?

Have family members created new foundations or
funds that compete with or eclipse your founda-
tion?

Is the next generation eager, willing, and prepared
to assume leadership of the foundation?

issues that matter most to us? What will our contributions
be? How do we want to be remembered? Those are ques-
tions that all family philanthropists should ask themselves
and give serious thought to answering, regardless of
whether they currently plan on spending out, spending
down, or existing in perpetuity.
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This issue of Passages ends with an invitation to all
foundations and other family philanthropy initiatives that
are spending out to follow the examples of the founda-
tions included here—as well as that of the Lucille P.
Markey Charitable Trust—in chronicling their spending
out process. These reports, along with evaluations of what
went well and what they might have done difterently, can
be valuable guides for other foundations contemplating
closing.
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