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Executive Summary

*If grants to NGOs in Bangladesh were cut off tomorrow, NGOs would have

to stop functionning. What would donors have to show for the millions that

. they have spent on projects in the past? There must be a betler way. to
.sustain the NGO sector to carry on its valuable work”" - K. F. Rahman

This seminar was organised o take a first look at one of the alternatives to grants - namely
endowments.

Endowments are one way of funding development activities: in this modality the
supporters/sponsors/investors in a development aclivity (be they from Government, the
public, the business seclor, external donors, or any others) decide to put money (or other
resources like lands and buildings which will produce money) into a fund controlled ty a
non-profif, non-government enmy (often called a Foundation) which has the authority to
invest these funds for a regular income to the entity, and authority to spend the funds on the
defined development activilies either- directly, or through grants/loans to other
organisations. Such Foundations can be national or local.

This contrasts with the usual way of handling development financing - which is by time .

limited projects funded through a series of time limited grants, whose-renewal is at the
_discretion of the supporter/sponsorhnveslor

This is a subject which has not been much discussed either amongst donors, or ameng non-
government organisations in Bangladesh. It is not, however, in principle, @ new subject for
Bangladesh. Rich people here have for many decades, if not centuries, been setting up
endowments in the form of land for village facilities like schools and madrassas or for
~ orphanages and mosques through the Wagqt Endowment system.. .

This was the first meeﬂng |n Bangladesh tc look at endowments as a poss:ble fundmg

_ modality for development [programs, and it involved participants from different sectors who

would net normally meet in one place - lawyers, bankers, socual workers civil servants.

S ~-The -seminar- provtded an-overview of Global, then AS|an then Bangladesm expenence in

working with endowments. it surfaced concerns and opperiunities in this largely unexplored .

-field, -and participants were ‘enthusiastic to learn more. They wanted more information,
wider involvement of more people in discussions on endowmenis - particularly the
N business seclor, and the start of lobbying for a supporlive policy environment for

endowmentis. Atl-he com,lusaon of the Semmar a working group was consmuled 1o carry this
interest further.

Since we realize that the subject of endowments is a relatively new.one for many people in
‘bangladesh, we have produced iwo documents as a result of the Seminar - the first is the
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~ " Reportof the Seminar, and the second is a basic Reader on Endowmente which provides-seme
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Rebort of The Setninar

Overview of Endowed National Foundations as

investments in Institution Bunldlng L
- by Paul Weatherley (Key Note Paper) .

Uses of the Endowment Modality for Development. in
Asia - by Richard Holloway, focussing on:

- National Foundation for India

- Philippines Foundation for the Environment

- Trust for Voluntary Organisations (Pakistan)

Uses of the Endowment modality in Bang!adesh
- BIDS (Bangladesh Institute for Development Studies)
by Matiur Rahman Daly
- North South' University
by Muslehuddin Ahmed
- Palli Karma Sahayak Foundation
by Ishtiaque Abiduz Zaman
- The Islamic Foundation
by Md. Muffazal Hussain Khan

- SHOGORIP {Shosho Gudam Rin Prokolpo)

by Philippe Am2
- ICDDR/B (International Centre for Diarroheal Disease Research)
by Graham Wright

Plenary - Guided Brainstorming on Endowments:
Advantages, Disadvantages and Issues Raised

Smal! Group Discussions

Group 1 - Legal Profile
Financial Risks and Financial Benefils
Group 2 . Management and Financial Compe.encaes

"Selhng the Concept

donors/GOB aocountabulnty

,Plen'ary - Fteport back Discussions, and Snmming Up

(.

Appomtment of, a Workmg*Group__to_“contmuee.the
growing interest in Endowments ‘

_List of Partictpants
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Overview of Endowed Nationall -

Foundations as inveé\,tments in Institution

Building J

- by'Paul Weatherley

Preamble

The most relevant kind of endowment is an endowment for a National
Grant-Making Foundation. Endowed National Foundations (ENFs) are a
new and interesting concept in funding development work. Much of the
experience to date and the interest has been generated by organisations
working in the field of Environment, and those interested in ENFs shoud
track the experience of such organisations.

Definition

An Endowed National Foundation is defined as:

A legally consi'tuted national institution with an independent Board of
+ Directors that: ,
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~————-Ghannel of Funos ‘

seeks, receives, and manages funds from multiple sources for
specified  activities;

disburses the funding to implementing entities, including some of
all of the following: government agencies, NGOs, local community
groups, academic & research institutions, and/or the private
sector; and, !

/ is ‘structured to be accountable to the unterested parties

. (investors, government, civil somety, local communities).
| _
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As a channel of funds ENFs can:

regulate flow- of money, keeping some or all as an endowment"

hew .wdefrned“pumosrmmhe*m“ﬁf‘the tundmg, i.e., functlon
asa "trust"

disburse funds in the manner of a. chantable foundatlon by making
Qrants ln SUDnorf ﬂf 2 hl’hﬁf"\l or narrnuolw d—\ --------
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Governance

If ENF governance is carefully structured, ENFs can work to empower y

society: to do this they need to be truly independent mstltutlons with a
mandate from society. ,

To gain a mandate from society ENF governance must emerge from an |

open creation process

To keep a mandate ENF governance must have high creditability

To use a mandate ENF governance should bewopen to cooperation with ail
entities, including government agencies

- Mandate from Society

ENFs which have a mandate from society can: "

offer creative approaches,

foster innovative partnerships,

build capacities that are sustainable,
transform relationships, and
establish new possibilities.

Institution Building

As institution-building institutions, ENFs can:

stabilize flows of funds |
build capacity to absorb increasing amounts of funds
diversify funding sources

«  build an ethos of public service
. grow without displacing anyone else

_ promote cooperation between governmental adnon-
—--——governmental “sectors
e offer examples of transparency

Cuutent_.—-suuanon

‘ ENFs are currently predomlnantly in Latin America, but with a few in
_other places (Philippines, Bhutan, Madagascar_Tanzania) They havs

principally been formed for Environmental purposes, and the principal ==
—actors~todateshave been USAID, the Global Environment Fagility, and
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To date more than 300 mrlllcn 'US$ have been comm:t’ed to ENFs, and
the following trends and comrnon characteristics have been observed:

. multiple donors to one ENF
. subaccounts used for grfts whose use is restncted

Pitfalls

There are however pitfalls to avoid: -

R \\~

"+ do not clone First World models of philanthropic foundations

- which are inherently elitist - started by wealthy ‘families which
continug to control the endowment's activities
. do not copy earlier approaches to institution buiiding, such as
agricultural - researcn
. dc not delay getting wide participation in the ENF until it is
formed and capitalized

. do not ignore conflicts of interest at all levels from personal to
institutional - deal with them early on.
. do not substitute one dependency for another

Questicns for Each Actor to ask

'Each Sector involved in ENFs must ask themselves certain questions:

Governments

*  Will a ENF drain skills from the Government?
. What policy changes are needed?
. How will the Government exercise oversight?

e How can they partuc:pate in governance"
. How can they participate in grant making?
. How can they ensure transparency?

: 7
Donors

. How can they help wnthout dominating?

" What accountability is appropriate?

e \What restnctlgns should they place on funds? . =

rChoices must be made

_,A_,A_t_,‘?i?_i?b,_s,‘__?g?Qf.,lhﬁ. prqcese,of‘setting,up a ENF, choices must be. rnade -

]




Choice of Purpose

explicit, narrow purpose (a "trust")?
long term goal with flexibility? or
. empowerment?

Choice of Method of disbursement

. support for existing institution?
»  grants to intermediaries (NGOs)? or
T grants to local communities?

Choice of Exercise of oversight

. internal to existing institution?
. under new institution?
. independent board? -

Choice of Movement of funds

. debt swap (fund leverage)
. non-project grant (policy ieverage)
. direct grant (US$?)

Choice of Process of creation

- via technical assistance
. via NGO consaortia
. with maximal local participation

Choice of Management of assets
"+ separate from grant program

e  coordinated with grant programs
. aggressive ‘attempt to leverage pnvate investments

Bodies- of experience

The folldkwing bodies ' of e}cperience already exist:

1,
IIQAII'\ S—eRvirchmentar cllUUWlTﬂSﬂuS

,-v,__,_;,Tanzama AIDS Orphan Trust. = . - . o e e
‘e "Community" foundations in U.S. R - =
* { "Community” foundations outside U.S.
e.g. Puerto Rico Community Foundatlon
West Afnca Rura. Foundatnon




The Ford Foundation has been involved in this field for decades and still
is. It has great experience.

Ps‘inciples

. take advantage of a lack of precedent and therefore explore

' innovation __

. begin and continue with the maximum participation of a broad
spectrum of elements of society

. seek and maintain a high media profile

. seek a mandate from society itself & design the ENF so that the
governance structure renews itself and thus maintains its
mandate

. design ENFs with at least two centers of gravity" to create
internal checks and balances

. recognize the need for training — of board members, grant
administrators and investment managers

. recognize that the character will evolve over time as the ENF
proves itself

. be open to ideas and be patient — no one has all the answers -

2. Examples of Endowments for development
from Other Countrles in Asia :

by Richard Holloway N

National Foundation for India

. Trust for Voluniary Organisations (Pakistan)

National Foundation for India

._awaranacs_of i

This . Foundation, registered as a Trust in India in 1§92 is intznded to
be a professionally managed .grant makmg body for India to promote

+——Philippines ~Foundation for the “Envifonment

~ thoght processes and paths to developmnt, and strengthen and

consolidate non- government effort.

It arose out of a Workshoo on Indian Philanthropy sponsored by Ford

Foundation in 1985. Its trustees are very eminent Indians in their




private capacity, and it started with contributions of 1 crore Rupees,
which have now grown to 10 crore Rupees. It expects contributions
from thE Indian business community, public sector corporations, non-
resident Indians, and foreign donors/international foundations.

It has exemption from the Income Tax Act of 1961, and has agreed td
invest all of its funds in specified public sector banks in India from
which it will receive approx. 10% interest.

its fields of work are: Popuiation Stabilization, Employment and
Livelihoods, Urban Environment, Conflict Management, Education and
Literacy.

* The problems it has faced to date are: finding an Executive Director,

and demands by non-resident Indians that their contributions should be
used for development work in their own home areas. The Tustees have
refused such demands.

Philippines Foundation for the Environment

This Foundation, registered in 1991 as such with the Philippines
Securities and Exchange Commission, is intended to be a grant makng
organisation to provide support to Philippine non-governmental
organisations and other groups tackling conservation and sustainable

development challenges in the Phuhppmes

it arose from the success of é "debt for nature swap, between one
Philippine NGO "The Haribon Society” and USAID in 1988. USAID agreed

~-with-a-wide-coalition-of Philippines NGOs and-a US NGO ™ World’ ‘Wildlife ™

Fund USA" to fund a further "debt for nature” swap which eventully led
to a furd of approx US$ 10.2 million worth of Philippines pesos. The
Foundation's trustees are from NGO coalitions, NGOs, the Church, the
business community, USAID, and the Govt of the Philippines.

The foundation is a tax free institution, and invests its funds by
agreement with the Philippines Government in Central Bank Notes with

~ tinterest simiiar to Philippines Treasury Bills which provides interest
at approx 15% .

[
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'-lt's specual fnelds of work are : conservation of blologlnal diversity,

community based resource management institutional support and

o training.




Special probiems that it has faced are: to develop a consensus for the
foundation amongst a wide range of NGOs through out the Philippines. it
has 3 regional Advisory Committees. It's new Board undertook a 10 day
study tour of Grant Making Foundations in the US, sponsored by Ford
Foundation, to help them understand more about running a foundation.

Trust for Voluntary Organisations (Pakistan)

This Trust was registered as a Foundation under the Charitable
Endowments Aci of 1890 in Pakistan in 1990 with the intention of
being an organisation to. strengthen non-governmental and community
based organisations, to institutionalise an indigenous merit based
grant making capacity in Pakistan, and to promote institutional reform
through decentralizing programming for social sectors.

It arose from a grant of US$ 30 million given by USAID to the
Government of Pakistan in 1988 for assistance in meeting foreign
exchange needs and to furnish the incentive to capitalize a non-
Governmental Special Development Fund. It is a Foundation set up and
gazetted by the Govt. of Pakistan and it has a Board of people appointed
by the Govt. of Pakistan from the private Sector, and Govt. of Pakistan
officials ex-officio.

“ It is a tax free institution as long as it invests its money in Govt. of

Pakistan bonds which provide an interest of about 13.5%. °

Its activities are in the fields of: improving the status of women,
improving the competences of NGOs, improving the competences of
comunity based administrative unlts. participatory development in the

social sector. e

The special problems that it has faced have.been concrned with the
selection of officials for the board by the GOP and the exact meaning of
"ex-officio” when dealing with officials of the GOP. Moreover, it has
found difficultues in a lack of formal separation between the policy

——————making—and-executive functions of the Board. -
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-and Taka 2 crore in 1990. It has also received endowment grants from -

3. Use of Endowment in Bangladesh

The speakers in this section were asked to describe their endowments
along the following format:

3

Purpose N
Size and Source of Funds

How and Where the money is invested

Governance structure

Legal Status

Financial, management and tax issues

Program and/or Grant Focus and Criteria
Percentage of Budget covered by Trust Fund income
Special Insights/Special problems

BIDS (Bangladesh Institute for Development Studies)
by Matiur Rahman Daly

BIDS set up by the Act of Parliament in 1974, is intended to be the
premier Bangladesh institution for undertaking and promoting study,
research and dissemination of knowledge in the field of development
economics, demography, and other social sciences in Bangladesh.

It was originally the Pakistan Institute of Development Economics and
moved to Dhaka in Dec. 1970.. Its Board of Trustees are headed by the
Minister of Planning and include many Government officials and
academics. From 1974 to 1983 it was paid through the Annual Revenue
Budget but in 1983 the GOB recomended an Endowment grant of Tk10
crore which actually arrived as Tk 5 crore in 1983, Tk 3 crore in 1989

external ‘donors for its library.

lts Endowment fund is invested in fixed deposits which used to provide
an interest from income of 15% but this has delined recently. BIDS is
encouraged to, and ‘does earn money for itself from sale of its services

through—commissioned research.

BIDS was created to undertake specific research whose findings were

- development of the Bangladesh.

supposed {o be used in formulating tha nalinias fse s=ois cesmatnc

The problems of BIDS at the présent are that the costs of running the
astablishment - particularly staff costs which have had to follow the
new pay scale of the Government in 1991 - are not covered by the
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incoms from the investment. income from commissioned research can
make up a part of the deficit, but this runs the risk of compromising
the objectives of the organisation. It is, at present, borrowing from its
reserves. '

~North South University

by Muslehuddin Ahmed

The North South University is an operation of the Foundation for the
Promotion of Education and Research which was registered as a Society
under the Societies Registration Act of 1860. Its purpose is the
creation and running of a Private University in Bangladesh (and it is the
first private university in Bangladesh). It was enabled to carry out this
purpose by the passing of the Private Universities Bill in 1992 and
approval of its Charter by the GOB later the same year.

There is a long history of educational endowments by zamindar
families for primary, and secondary schools. There had never before,
however, been an endowment for a university. The 16 founder Board
members are academics, business leaders, and retired civil servants.
The University meets its running costs from fees. The endowment is a
reserve fund, which, it is hoped, will be augmented by donatnons from
other business people and foreign donors

The Endowment funds are invested in deposit schemes in prsvate banks,
and in GOB Savmgs Certificates. Private contributions to the
Endowment, since 1992, are no Ionger tax-free.

A !

Its fields of study are Business Administration, Computer Science, and

Economics, Economics, Environmental Studies, and Sociology. It will

soon start an Institute of International Development-and-Environment:——"

The problems that it has faced to date have been the delays in startmg
since it had to await an Act of Parliament, and the difficulties that the
private contributions to the Endowment are not tax free.

| Palll Karma Sahaya/l'i Foundation -

by Dr. Ishtiague Abidur Zaman

" This Foundatuon registered in 1990 as a non- profut pnvate company

under the Compames Act of 1913, is intended to be a major

orgamsgtaon for helping the poor, the landless and the assetless in
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rural areas to enhance the quality of theiry lives through the provision .
of credit.

It arose from a long process of dialogue between the GOB and the World

Bank about setting up an independant Foundation for poverty alleviation.

In the end, the GOB decided to set this Foundation up itself . it was
given an Endowment of Tk 40 crore by the GOB which has been paid in
full in 5 installments. It expects to raise funds from other scurces, but
to date has only received GOB funding apart from its own income on_
investment (which has raised its endowment.to Tk 45 crore) '
Its Governing Body are composed of 4 people nominated by the GOB, and
three people elected from the partner organisations -i.e. those who are
working with the PKSF.

It has applied for, but not yet received exemption from tax, and invests
its funds in long term fixed deposits in public and private banks at high
interest rates.

Its field of work is credit to NGOs, VOs, and GOs which it makes
available at 2% interest for on-lending at 16% interest. It is also able
to help with other kinds of assistance for training, advice and
institutional building activities.

To date it has loaned money to 85 organisations, 84 of which are NGOs.
Until recently the Managing Director was a GOB civil servant, and thus
Wd.; liable to be transferred to other GOB positions which caused
problems Recently this regulation has been changed so that the MD can
be selected from any pnvate individual as well.

The lslamllc Foundation o e

by Md Muffazal Hussam Khan

~ This Foundatlon was created by Act of Parliament in 1975 and is
. intended to be a centre for the promotion of basic Islamic values and
ideals, ‘and also to be the_manager. of.the_Zakat.Fund-which-was- -set-up

" in 1982 by Government Ordinance to be a national fund to which Islamlc

people could make their zakat contributions.

Theistanmic Fcunoauon arose from a merger of the foremer Islamic_

_.Academy- and -the -Baitul-Mukarram - Society. Its"trustees ‘are mostly from
the GOB_ service with the Minister of Religious Affairs as Chairman of

the Board Other members are nominated by GOB from MPs and Islamic

e msnn s ot



ORI (A

H\t IR |I

[

v e,

Y

| Scholars Iits fundmg comes from the revenue budget of the GOPR, the

rents of shops beneath Baitul Mukarram Mosque, and the Zakat l“ Jnd

It has exemptlon from Income tax and receives about Tk 10 crore yearly
from the sources mentioned above which is not invested, but spent on
projects in the fields of Imam Training, Publications, Mosque based
non-formal mass education, and libraries. Zakat funds are spent on
health care to the poor, self-employment pro;ects and to rehabilitate
converted Muslims.

Problems have been the dimi ‘shing amount of money collected by the
Zakat Fund, the late release of GOB funds, irregular collection of Baitul
Mukarram shop rents, and a shortage of three Board members.

SHOGORIP (Shosho Gudam A’in Prokolpo)
by Philippe Ame

SHOGORIP is an organisation designed to provide storage facilities for
small and medium farmers for their grain at harvest time, against
“which a loan through commercial banks can be provnded untll the farmer
decndes to sell hlS grain. :

It is at present a project of the Government of Bangladesh (GOB)
Ministry of Agriculture, and the Government of Swiwzerland (GOS) -
Swiss development Cooperation. It is intended to become a Public
Trust, ard a Deed of Trust has. been drawn up, but this has not yet oeen
_implemented. | |

The project arose -from a previous experimental project called SBASWAP.
The Trustees of SHOGORIP will be nominees from the GOS, GOB_and the
__Bangladesh. Bank,.and-it-will-start-with -a-fund-of~Tk~3" “crore, half "of ~
which comes from GOB and half from GQS. Other donors, or mdwndua!
godowns are  able to further contribute. The reason the project is gomg
for an Endowed Trust is to get sustained support from the GOB and to

) make sure that the managlng mstltutlon is autonomous

it wnll look for income tax exemptlon and will probably invest nts funds
buth abroad and in Banglade h, but this has not yet been decided., .The
mterest earned on the endowment will be used.to pay for'a core team.

of-SHOGORIP-staff—The Enduwment ias 1o be set up and working before .,

A
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“ June_1994. The._Swiss. willcontinue to-provide technical assistance " R
e untll June 97 L vl e | ) ,
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Special problems are likely to come in conflict of interest between the
ex-officio appointees of the GOS and GOB, and in getting all the
arrangements agreed in time.

ICDDR/B (Internationl Centre for Diarrhoeal Disease
Research)
by Graham Wright

This International Centre, established by GOB Ordinance in 1978, has as
its main purpose research into and dissemination of information about
diarrhoeal diseases, nutrition and MCH/FP. It also provides facilities for
training in the Centre's fields of work. Through resolutions of the Board of
Trustees it established two endowments - the first, institutional
endowment in 1985 as a source of flexible funds, funds for one time
emergencies, and for cash-flow management problems, and a second, in
1991, to finance the provision of free hospital services.

The ICDDR/B succeeded the Cholera Research Laboratory which was
created in 1960. It has a range of international Trustees from the Health
and Research fields and from the GOB. Its usual funding as an international
non-government organisation comes from grants from a wide range of
bilateral, multilateral and private organisations, but it has established
two endowments for sustainable income and is seeking contributions to
them. To date it has raised $ 2.2.m on the first (towards a target of $30
m) from Foundations, Corporations, and philanthropists, and $ 150,000 on
the second (towards a target of $ 1 Om) from local philanthropists and

fund ralsmg events. These are placed in both offshore and local time
deposits in Banks.

Specmc experiences of ICDDR/B are that it is very importsant_to _educate.. ..

~the Board of Trustee memhers about the work of the organisation that

they govern. To this end they ask Board members to spend some days at the
centre prior to Board meetmgc .

!
!
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4. Plenary - Guided Brainstorming on

Endowments:

This was the first participatory session in which peoples opinions were
sought. It was facilitated through the "card and chart" technique. (please
see photographs on the covers). The statements shown below are
statements made by participants during the course of the Seminar. The
first session tried to identify Advantages and Disadvantages of
Endowments, and then to look at what Issues were thus raised.

Advantages

1.

Sustainability

- Endowmeants will allow organisations to become financially
sustainable
- Endowed . organisations can become organisationally
sustainable (they can plan long term, and attract long term
better quality\ii\staff ) .
!

2. Independance j}f
- Endowed orgamsatlons can involve themselves in difficult
policy issues
- they will be free from donor control
- they can be innovative where they want to be
- they can set their own priorities
3. Efficiency
—— ~'Endowed" organlsatlons will not spend a great ‘amount of time -
in donor negotiations
‘- They will free up donor time spent in administering grants -
4. Autonomy
- development fundmg will be indigenized through an endowed
foundation .
- Bangladesh will own the endowed foundation
- -5 -'Furth'er Support‘

- An endowed foudation wnll be able to attract funds from other
parties




- it will be able to attract support of other kinds from a wide
variety of people

Disadvantages

1. Participation and Ownership

- Contributors to an Endowed Foundation may want to meddie in
© the management

- ' contributors may be ethically suspect people

- there may be difficulties moving from donor control to Board
control, particularly if a donor wants a seat on the Board

- . there may be difficulties with Government interference if
Government wants a seat on the Board

- There may be trouble between Board members

- Donors may not want to give up control

2. Financial Risks

- Inflation will decrease the real value of the endowment

- the capital may be depleted over time if it is not managed
carefully

- if the economy in which the capital is invested is weak, then
the endowment is fragile

- frequent changes in interest rates will jeapordize the fund
management. If they go down it will hurt the endowment
considerably ‘

- the available budget for the foundation will vary according to

; the interest rates available

- there are limited investment opportumtles in Bangladesh

3.  Management and ‘Financial Competence
- the Board members may not understand poverty aIlevnatlon

programs
- Board members may not know how to be Board members

- Quality leadership for Boards of foundations is in short supply
-  -Boards may set up stifling bureaucracies ‘
- The existing tradition is for "elites" to manage Boards.

Searce—fund—management expenenbe (9] (,Ope Wit Sudden needs
. for tied up funds - .

4. Fund Availability

- Endowments need very Iarge amounts of moriey - which may be
“in" short supply '

16




General Interest

- Tradition of organised philanthropy scarce in Bangladesh

. No incentive through tax benefits for private or corporate
philanthropy

- External donors little interested in endowments

- Little public appreciation for Board members.

- Issues raised

= 1. Legal Profile
- Are the laws within Bangladesh adequate for Endowments?
. - Why are there no tax incentives for charitable giving?
- What happens to the funds if the Foundation fails?
- What role should te GOB ply in the furthering of endowments?
- . What guidelines for trustees are required?
~ 2. 'Fund management Capablity
- Is there sufficient expertise in fund management in
Bangladesh?’
- What trairing is available in fund management?
3. Financial Risks
i - What is the advantage of offshore investments versus local
_ investments?
- - What kinds of investmentscan be thought up for NGOs?
- Is the Taka vulnerable long term?
T 40 "various
- - Why have existing endowments not registered in the capital
“markets?
- - Can the Wagf Commission be activated to greater_effect?
; - Can endowments use black money?
- How long should an Endowed national Foundation last?

- How can we ensure donors' interest in endowments?

17




5. Small Groups

Following the plenary, the facilitators identified specific fields for
concentrated discussion. In each case the groups were asked to identify :

. the problems,

. possible - solutions,

. what else is needed to find a solution
Group 1

Topics: Financial Risks and Benefits, Legal Profiles,
Termination and Dissolution, Tax Iissues

1. Financial Risks and Benefits

Problems:

- Investment opportunities are limited

- the Local currency is not fully convertible

- the earnings of the endowment are restricted by the size of
the capital

- the budgets of the foundations are restricted by the size of the
earnngs

- higher earnings, higher risks
Possible Svulutions

- invest in bonds of foreign governments
- push for full convertability of the host country currency

- have a mixed and diversified investment portfolio ...

=~ gradual growth of value of endowment through careful fund
management.

What else is needed?

access—to-skilled-investment-managers
- °”"9f ways of mcreasmg ncome apart from investments (User

fees, sale of services, cost recovery, seek further grants)
o models for fund management to be availablefermanagers—of

Endowed Foundations

- increase in understanding of issues involved through a worklng

group on Endowed Foundatuons

4 18




2. Legal Profile

Problems

Identification of appropriate legal identity

Possible solution

ld'entification of relevant laws
Reform of laws

What else is needed

Clear legal guidelines
Standard procedures

3. Termination/Dissolution

Problem

who owns the fund if the Foundation fai_ls?

Possible solution

Must be clearly defined in advance in the charter/constitution
of the Foundation

What else is needed

4. Tax

Nothing noted

issues

Brobloms T S

The social sector does not (and should) receive the same kinds
of incentives and tax-breaks as the industrial sector

. Donor policy leverage is not exerted on_behalf of the_social _ .

sector as with the commercial private sector

Possible solutions

World Bank-and others should lobby for social sector polfcy
reform ‘ :
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What else is needed
- Make sure ap'prariate specialities are represnted on the Bard

(lawyers, NBR officials etc)
- Clarify situation ahead of time so no-one has nasty surprises

Group 2

Topics: "Selling" the Concept
Financial and Management Competence

t. "Selling” the Concept

The "selling” was interpreted in four ways:

- selling to the business community -

- selling to the donor
- selling to the Government . y
- selling to local commmunities I

1.1. Selling the idea of endowments to the business community

Problems

- At present there is no tax exemption or rehef for
contnbutlons to charutable foundations

Possible solutions

- Contributions to an endowmnet offer an opportunity to some
-~ -people to clean; to clear, or to keep their name
- Contributions to an endowment could offer advertising/
4. publicity advaniages
- .~ Contributions 'to or help in settmg up an endowment offers an
opporty wy for patriotism, and for movmg from  local charity
to nahonaLde\LelopmenL_m

- ‘\.'Contnbutfons to an.endowment offer opportunmes for
4 wh:tenmg black money

sarn. ..

if

vviidl c'lbff is neeaea
|
-\«‘._-3\_ Chanoe in the Iaw about tax relief whuch requires Ibbying by
T mfluentual people U

- Information about ways in black money can be utulnsed




1.2. Selling the idea of endowments to Donors
Problems

- Some donors have rules and regulations under which they ar
constituted which are unhelpful to the idea of endowments

Possible solutions

- Better inform donors about endowments

- Create impressive boards for foundations, with financial
expertise

- Create "partial” ndowments - i.e. some part of the organisation
is still handled by grant funded projects

- Promote endowments as a logical part of privatization

- Promote endowments as a logical implicatin of participation
and sustainability - both important words to dnors ‘

- Promote endowed funds as a new idea which is very relevant to
today's development situation

What else is needed

- An information package for donors explaining the advantages
of endowments

1.3. Selling the idea of endowments to the Government

Problems

- Offer to promote endowments as a useful supplement to GOB
work, provided that it is not circumscribed with Government
regulatnons

WPoss:ble solutlons

- A good policy on endowments wnll attract foreign currency to
: Bangladesh

- Endowments shoul¢bueemas—a-supplement‘tveeaﬂﬂorrs,

\ not a competitor

- Endowments means indigenizing development aid, and making
it Bangladeshn

= Endowents once created would have a large measure of

- independence from  foreign donor conditionality -

- Endowed national Foundations are a way of - servmo the country
and being patrlotnc

A
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- Endowed funds are likely to be banked in Government
investments

- Promote endowed funds as a new idea which is very relevant to
today's development situation

What else is needed

An easy and clear description of endowments to expaln the concept
to Government

1.4. Selling the idea of Endowments to a local community
Problems
- none noted
Possible solutions
- Zakat funds could be mobilized for local endowments
- Local endowed foundations would have local trust and
accountabiity
- Locally endowed fundations might attrat matching funds from
Government of Donors
- Locally endowed foundations will have local members of the
Board
- Locally endowed foundatlons cn have clear local objectrves
What else is needed

- nothing noted

2. Management and Financial Competence . . . . ... .
2.1. Management Competence

Neyatives

=—-——Boards must not micro-manage - their responsibilities should
be clear.

Positivas

- Board Members must agree to be accountable and transparent
~ to the public
- . Board members need clear guidelines since lnvolvement in
Boards rs not well known amongst Bangladeshrs

i




.- Board members must be chosen carefully to be people who are
committed and are prepared to make time avaiable
- Peoples representatives (representatives of the beneficiaries
of the Foundation) should have' places on the Board
- There must be clear guidlines about the "hiring and firing" of
: the Board members and the Chief Executive

What else is needed

- Training programs for Boards N.B. CRWRC are perhaps the most
- experienced organisation in this field in Bangladesh

2.2, Financial Competence
Negative.s

- Returns are subject te risk. High returns usually mean high
risk

- Many people think that the income to the Foundation is the
interest on the money invested, instead of understanding that
you must cut the rate of inflation from the interest rate to
give you the net (and real) interest rate.

Positives

- Long term investments with guaranteed interest rates are to
be preferred
- Put a financial "guru”" on the Board
- Make use of the financial knowledge of your Bank Manager
concerning investments
- In Rural Areas use the knowledge of your post office manger
concerning investments in post office bonds
= Itis necessary to do some homework_if you are becoming. - -

involved in investments - it is not simple or easy
What else is needed

- Some review of what fnancial instruments are available

s Some informatiori on how foreign funds can b::ome ndigenous
funds, and thus free of gvernment restrictions
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Group 3.

Topic:C'onflicts of Interest

3.1. When representatives of NGO"s which might be the
reciplents of grants from the Foundation are on the
Board

3.2.

representatives from amongst NGOs, Beneficiaries, donors and
others should be on Boards

Boards will clearly have the manadate to decide policy issues
No board member should have any veto power

The Executive Director should be member secretary of the
Board

Further needs

The Board shuld set up an Expert Finacial Committee with
authority to invest, and should set up a program committee
with authority to decide what should be funded

The Board should be an odd number

When representatives of the Government are on the
Board

The Board should have representatives from NGOs, Donors,
Beneficiaries and others as well as Government

No member of the Board should have veto power _

The Executive Director should be appointed by the Boardto

- “manage"the Foundation with a clear manadate

Further needs

A publicly trasparent audit system

An-external-review-and-evaluation-of-the- Foundatlon‘should””‘f'"““”‘“‘
take place every five years ‘
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6. Plenary - Follow Up Discussions, and What
Next?

Follow Up Discussions

1. Where to invest?

A complex discussion ensued on the value of investing in Bangladesh or
outside the country. Bankers referred to present high rates of return in 8
year Defense Savings Certificates, 5 year and 3 year Bangladesh Savings
Certificates, Fixed Deposits and Postal Savings Certificates whch can
yield approx. 13.5% p.a.

Rates have not always been so high, and will probably not continue so hlgh
however. Yet, on the other hand, exernal rates, while lower, are in
convertible hard currencies.

2. Which Laws to use?

Lawyers present talked of an unused law on the Statute Books of
Bangladesh called the Charitable Endowments Act of 1890. It has never
been used. If it was used (and it was the law under which the Trust for

Voluntary Organisations in Pakistan was set up) the Government would
have to set up a Charitable Endowments Commissioner.

What Next

1. More information

--Endowments- are -an-interesting idea; but we do not have enough
information
- A Working group should be set up from this seminar to contmue
the interest and explore the options
- the working group should be broad based (lawyers / bankers /

NGOs_/ Govt)

- Those who already work in endowment funds should exchange
information

- ‘The working group should study and document local investment
options

el The-working -group “should identify ‘some “organisation to further
research ideas abut endowments more fully




2. Wider involvement

- This seminar is just a start. The idea needs to reach a wider
audience, involving particularly business and industrialists,
and tax authorities

- the Donors' LCG Sub-Committee on NGOs should have a
presentation on endowments

3. Advocacy

- The Finance Minister should be lobbied to ease prohibitions
against tax relief for charitable contributions

- the World Bank and donors should be lobbied to convince them
that tax relief for charitable giving ‘is compatnble with
increasing the country’s tax base.

- the Governent should be lobbied to increase their understading
of endowments and urged to seek to develop a policy
environment which will foster the growth of endowed
foundations.

- The report of this Seminar is an important first tool

7. Working Group
The following working group was agre2d as a stért:

Betty Steinkrauss - Canadian International Development Agency
(CIDA)

Kajal Chtterjee - SHOGORIP

MPhlllppe Ame - SHOGORIP

Ariful H. Bhuiyan - NGO Bureau of GOB

Matiur Rahman Daly - BIDS

D. Das Gupta - Banque Indo-Suez

Arvs Dida Vansal
2= 2 a0

., Richard Holloway - PACTIPRIP

The First Meeting of this group will be at the offices: of PACT/PRIP (House

- 56 Road 16 Dhanmondl) on Dec 1st 1993 at 3.00 p.m.

i\ . _ : — ",' 6
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