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D I S C R E T I O N A R Y  G R A N T S

One large Midwest family foundation gives its executive
director a substantial discretionary grants fund, with the under-
standing that this fund will be used to make a large number of
small ($7500 or less) grants to help in the case of emergencies
and natural disasters, as well as to help small nonprofits, startups,
and previous grantees experiencing short-term cash flow prob-
lems.“Discretionary grants are incredibly valuable if they are used
for good grantmaking, and are clearly used to support the mis-
sion and purpose of the foundation,” says the executive director.

To train new or future trustees in the work of the foun-
dation and the grantmaking process. Families sometimes find
themselves in a situation where there are either too many
members of the next generation interested in becoming a part
of the foundation,or alternatively, too few members of the next
generation interested in the work of the foundation.
Discretionary grants can be helpful in both cases. For the 
former, they can be used to effectively train younger family
members in the foundation’s grantmaking process. For the 
latter, they can be used to build interest in grantmaking in a less
formal way.

“Discretionary funds can be used as a way to “train” new
and future trustees in how to make grants—although this can
only be accomplished if there is some structure to the discre-
tionary funding process,” says Bussel. Such a process may
include site visits and proposal review by an advisory or adjunct
board of younger family members, with the adjunct board
then submitting its “approved” grants to the official board. In
this case, the only thing discretionary about these funds is that
they are not going through the standard board process.

At the same time, Goldberg notes that, “Discretionary
grants are less intimidating than general grants for new grant-
makers when they don’t involve formal grant proposals.”These
grants can also encourage younger trustees to think strategically
about grantmaking. “Last year, my younger brothers and I
teamed up to direct our discretionary funds towards an anti-
hunger initiative,” says Goldberg.

COMMON CONCERNS ABOUT ESTABLISHING
A DISCRETIONARY GRANTS POLICY
While many argue that there are significant advantages to
allowing discretionary grants, there are also a number of 
common challenges and difficulties associated with this 
practice.These include:

Ensuring that legal requirements for grant oversight are
met. Like all grants from a private foundation, the Board of
Directors as a whole is legally responsible for approving any and
all discretionary grants made 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 the
responsibility of ensuring that the grantee is an eligible
501(c)(3) organization, and that there is no self-dealing or con-
flict 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 astray of self-dealing rules (regardless of the intentions
of the individual trustee).

It is also important to remember that for discretionary
grants to foreign charities, the foundation must follow standard
procedures regarding expenditure responsibility to ensure that
the gift will be used for approved charitable purposes. For
more information on this issue, please see Beyond our Borders
listed in the Resources section below.

Finally, because the full board is legally responsible for all
grants,any penalties that apply to the individual trustee will apply
to other board members as well.Thus, it is in the interests of all
trustees that discretionary grants—whatever their style and 
purpose—are taken as seriously as other grants by the foundation.

Ensuring that individuals do not receive any benefit from
grants made by the foundation. By law,trustees are not allowed
to make a pledge/promise on behalf of the foundation to cover
a personal obligation, or to receive any direct personal benefit
from the result of a grant.Thus,discretionary grants may not be
used to cover an individual trustee’s annual alumni donation to

Many families find that discretionary
grants can be an effective way of
encouraging and rewarding trustee par-
ticipation. Common reasons for devel-
oping a discretionary grants policy
include:

1) To encourage the ongoing participa-
tion of geographically dispersed
boards.

2) To help trustees with basic ideologi-
cal differences get along together,

and keep their focus on the core
grantmaking of the foundation.

3) To encourage trustees’ interest in
philanthropy and specific issue areas.

4) To recognize and encourage outside
board and volunteer service.

5) To allow for quick turnaround and
response to national disasters and
local emergencies.

6) To train new or future trustees in the
work of the foundation and the grant-
making process.

7) To bring clarity to the overall grant-
making of the foundation, by requir-
ing that all other (non-discretionary)
grants must fit strictly within the pro-
gram areas of the foundation.
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