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Supporttng the Sustalnablllty -of the NGO Sector, not 
just More Funds for NGOs. 

by Richard Hotloway, PACT Bangladesh 

Background 

I! is increashgfy recognized that Non-Governmental Organisations [NGOs) often have a 
cojripaFitfve advanlage over Government agencies for reaching the very poor, providing 
b w  cost servkzs, building grass rook organisatlons, and adapting or creating Innovative 
programs to meet local needs. Agencies concerned with promoting sustainable 
improvements in the lives sf grsss roots popdafions am Irrcreasingly Interested in the 
question d how NGO conlribolions mn be strengthened and expanded1 

In most cases the answsr 10 !he question Is a pledge to make available more funds to NG3s 
- arguing that NGOsW cornparitive advanrage could ba strengthened if they had more 
funding. Such an answer deals with one role of NGOs as compIernenting Government 
servbs ('reaching the very pf and apmviding jow cost services“). The setting is 
them, and greater results can be achieved with Iarger resources. Pari of the uniqueness 
of NGQs Is, however, that they have another role - they can strengthen Independant focal 
hstifukms, promote kcal innovaiions, and build local capacities. In s[eb cases they 
supplement or provide alternatives to the work of Governments. In most $ass  the setting 
is not there, and while funds are needed, they need to be programmed csrefulfy - and are 
on!y one part of the problem. 

The Precarfools Envfronnent 

NGOs exkt in a precarious environment bounded by politicaf space, legislation, human 
resources and funding. Those who wlsh to support NGOs to do the work for which they 
have a comparitive advanfag8 must be prepared to build and strengzhen the NGO sector 
and the institutions of NGOs, not merely assume that more resources to NGOs will result 
In thelr doing more of the work that they are good at. They should afso be committed to 
the values of democratic pluralism that NGOs represent, not just hoking lor a short 
term way of spending money effecfively. 
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The strengfh8t:Xng of ths NGO s d o r  mmns, h most cases: 

Bilateral agencies, the World Bank, and regbnai Banks are akeady at work on ~ S U ~ S  of 
poky and 'Iegidatlon m'ekmr (tbugh much more needs to be done) and there are 
competent suppod or Memediary NGOs whose mission and competence is in MGQ 
instifutional devebprnent 2: !hem is as yet, however, liltia attenlion Jn the donor 
cuamnoursily to sustainabfe funding madafities. 

Altsrnatlves fo Project Funding 

Vho prosent common d a M y  is for Donors lo make th,e specific granls lo Soulhern . 
NGOs (sither directly, or, where negotiabta, via Government) b carry out, typically, 
three 10 f i e  year projecfs.3 The grant is given so that the local NGO can implement the 
project, but, however successfulIy the project is Implemented, and however great are 
the improvements in the Ekes ~f the poor, h e  local NGO 1s Hn the same financial psition 
at the ersd of lhe project grant as It was at the stad - namely seeking anothe~ grant so 
that ft can Irnp?eme~t mother project. At the end of the project grant the Southern NGO, 
which Wallj' has vdy few sources of self-financing, comes back to the originaf (or 
another] donor to Inillate the lengthy process of seeking further project funding, Afler 
some time (frequently ten years], donors, even if they am very satisfied with fhe 
WQ&, usually say that their policy is not to tund the same organisalion for moro than ten 
years, and advise the NGO to seek others' funding. 

My experience of four years work in Bangladesh (and twenly five years in other 
wtrritdes of the South) tells rno that this modality is arbikary, illogical, wastes scarco 
NGO management time. does not build up the cornpetsncs and sustainability of the 
Southern NGO R queslion, and, most irnpoaanlly, does not build up the curnpetencs and 
suslairrability oF !he NGO sector as a whole. A strong and sustainabje NGO sedor win 
conZirawe to breed competent NGOs who will be able t~ exhibit ahe comparitive advantages 
for which KGQs are prized. What is needed is a modalily which,will not onIy fund NGOs to 
do valara3le dcvekprne~f work, but which will also strengthen the Third Sector - bcal 
cIvfD socle#)) - for its hng term stability, financial self-reliance and sustainability. I 
suggest tMs modality is endowment grants. 

ConsiderafEons of Endowments 

Endomeots can be of two kinds: fhey can be sufficient to provide an incorno big enough fa 
cover all the operating costs of the NGO, or they can provide enough income to cover the 
organlsatbns mre administrative costs, In tha expectation that the income for opefaling 
programs will continue to came from grants. In both cases Ihe endowment will build the 
organisations sustainability, and ailow it lo make long term decisions on staff, training, 
program choice, and policy reform, knowing !hat it does not Rave to reconsider ihese 
elements with the end of every grant. 

Grants for endowments will be invesled faca[ty (or, in some cases, off-shore) and the 
NGO wili operate, wholly or partially, on the income derived from ttre investmnt. When 



funds are so pmvlded to create endowments for local foundatbns I0 the South, and when 
these funds are duly and carefulfy Invested b provide a reguiar income lo the NGO, t y d" not only provide sust;tfnable funding for the oirganisatian, but also ch more: the ,re uce 
the bureaucracy for !he NGO and donor of {he project funding process, they p6kt N G B  
from vagarles of donor fashbns and changeable G~vemmen! policies kwards NGOs. and, 
lf used 10 deveiop an fndigenous grant making f~undatkn, can also build the ongoing 
capacity of civil society In that country. 

Humarritar'lam NGOs in the North are very farniIiar with endowed foundations and 
. managing invested bods - Ford. Rockelellsr. Van Leer, Toyola, to take a few examples- II 
Is nut a new or unusual concept k r  them. The novelty and vision for a dorrar cames h 
suggestiw that it enploys this accepted Northern mdalily in funding the work of civil 
society in the countries of the poor Soulh. Bilakraf or multilateral agencies O t  
inlernatianal NGOs are well able b idenlib and provide to bcal JUG&, along wilh funds, 
technical ~xpetlise in appropriate taws, tax [egislation, Investment management 
procedures, foundation management - and to make sure that endowrnenls are set up 
wisely and safely. 

Endowments are not a panacea - I suggest lhat a a n o r  would only consider making an 
endowment grant to an NGO if they had worked with them for at Ieast fw8 pars  and 
trusted each ether, and ?here are many I m p f a n f  hurdles to be cleared concerning 
organisatlona! forms, investment opporiunities, governance, trustee education etc4 1 
suggest, however, that this approach, which makes a orre time gran! of forelgn funds to a 
duly established iocd organisation, In which the funds are (usually) locally Invested. 
and in which the income from the investment then becomes loci1 funding - rather than 
foreign funding, that this approach allows MGOs to make the long twm plans which are 
necessary for the MGO sector3 development. It will allow MGOs the benefits of lnvesling 
!n staff devefopment, policy research, strategk program choke, policy reform, and i f  
will also seduce bureaucratic time spent In negotiating with &nurs.This package of 
benefits resuhs from the donor choosing to invest in the institutional growth of an NGO, 
not just in its ability lo deHiver a particular proJect's benefik 

A further use of endowmenls wortkl be 10 endow not just a specific competent NGO, but Lo 
use such funds lo set up a new foundation whose mandate would be to on-grant from its 
income to smaller NGOs - in effect setting up local versions of a Ford or Van Leer 
~ounda1isn.S . 

Why has Ulis not been done before? I lhink fhe general reasor! L donors' hesila!ion in 
allowing tight conrrol to pass out of their hands. An organisaNm that has received an 
e~dowment Is no longer dependant fur its funding on providing six mcnlhly reports and 
audits to a donor. Further I think that the necessary research on Investmertf possibilities 
and organisationaJ farms has not been done sufficiently. There is no reason to suppose, 
however, that a duly set up foundation with well-chosen trustees, clear internal 
procedures, and good management should be any the less ikcauntable to its trustees, than 
an NGO is to its c8onors. 

A respected and far-sighted retired civii servant who advises our work h Bangladesh, 
K.LRahrna;n, said sadly to me: 'If grants to NGOs in Bangladesh were eut off tomorrow, 
MGQs would have b slop functionning. What would donors have to show for the rnilIions 
they have spent on projects in the past? There must be a better way to sustain the NGO 
sector to carry on its valuabfe work*. I t  is my belief that endowments are such a way, 
but it requires donor education lo Its value before Its use will become widespread. It 



t This paragraph Is extracted from 'Pubtic NGO-Rnancing Institutions in India - 
An Expbrabry SWy* by David Brown of !DW, hsion 

2 Recent wo& zrndeflaken, or underway by Asian Development Bank with IQSS 
Austraiia, by the NGO unit of !he WorkS Bank. and by IDR, Bosbn Ira mlfabration 
with PRIA, India and PACT. 

3 This is explained deady ln Tawarbs Greater Financial Autonomy' by Fernand 
Vhcent and Piers Campbell of IRED, Swikerlanb. 

4 Work on this is being dons by USAIU in Afdw lhrough EPAT 
5 The South North Devefoprnent Institule, a spin-off from Ihs Synergos 

Inslitute, New Yo&, Is working along those lines 
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These "Guidelines" re  resent a major revision of the first draft circulated 
in early 1992. ?his revised ir raft draws on the experiences and work of a 
number of pcrsoril eespeciall the EPAT endowments team, which included 1. 
Eugene Gibson, Institute for i nternationaf Research, and David CaIlihan, 
Management Systems International. Their work involved articipating in a  hi^ 
to four African countries (Gibson) and helping to conduct Eibson and ~allihan) 
sessions at the I December Cofloquiurn (see Annex I). The results of the hip are 
contained in a re ofi entitled, "Review and Additions to the Endowment 
Guideiines," by b&atherly and Gibson (see references). Readers ate referred to 
this document for more in-depth cliscussion of many issues including financial 
and legal. 

The second souice of ideas and comments comes from a wide range of 
knowledgeable persons from the development, environmental, 
nongovernmental, govermental, financial, legal, donor, and foundation 
communities. Fifty of these persons participated in a I December 1992 
colioquiurn in Washifigton, which also prsvided much feedback on the first 
draft. Extensive quotations of those discussions are given as an amex to this 
draft. 

Tony Pryor of A D S  Afrjca Ekueau provided timely idance as well as 
Ga Cohen and Ben Stoner, also of A D ' S  Africa Bureau. EY also led ~mels or 
w o L g  goups at the c~lloquium. Others who contributed either to th6 
collo u u m  or the conupittee which planned the colloquium, included: Tom Fox, 2 Davi Barker, Russell Msfieloff, fiahdsco TourreiIlcs, John Sutter, John R@yI 
Clem Pricketf Larry Williams, Steve Rubin, Randy Gwtis, Ken Locklin, and 
many others. I wish to thank all for their contribution to this effort. 

However, the views expressed in these "Guidelines" are, until further 
action by A D ,  are t h e e  of the author and should not at this time be attributed to 
A D  or any of the perso~is, named here or not, who have contributed to this 
effort. 



PART I-THE CASE FOR &DoM~~~E~Ts .......................................................................... 3 
A . htrouuctim .................................................................................................. *....#..I 

A.I. Guide to the "Guidelines" ........................................................ ...,..... 1 
A2- The environmentaf case for endowments ........................................................ 2 
A.3. The devefoprnental case for endowed foundations ...................................... 3 
A.4. Recent A I D  initiatives to create endowments ....................................... . 4 
A.5. Alternative endowment uses and creation paths...- ...................................... 4 

*...*..... ........ A h  . The n I e  an endowed foundation might be able io play , ..........- 6 
........ ..... B . Summary of experience with endowments to date ................. ... .. ..... 6 

................. ..... .........*.......*..***.......**** B.1. How interest In endowments evoIved ,., .. 6 
................... 8.2. Why dzbt-fur-na ture swaps are associated with endowments 7 

...... .....*........ B.3. Limitatiom of debt-for-nature swaps as programming tools , 7 
.................................. . B.4 The analytical frankwork of these Guidelines eeeeeeeeeeee.8 

PART ~ ~ F T I U N S :  EMX3WhrlEhTS & FOUhiDAnONS IN AFTUCA .......-..--+....--.- *nnnnnn-nnnn- . 9 
A . Articulating a rationale for an endowment purpose & use .- ........ , .... ....,... *.......... 9 

A.1. 'Ihe existing setting is not favorable ....................,,...... , .................. , ............ 9 
A 2  . The need fur an explicit rationale before creating an endowment ........... 3 

B- Choosing a purpose (column A) and a use (column B b....... ..................... - .............. 30 
El . Long-term funding-lasting beyond the project cycle- ....... ....... .... ....... I 0  
B 2  lmovative mechanisms-moving beyond dependency on donor zid ...... 10 
8.3. Local control-promoting innovation .........................-............. ................... ...I1 
B.4. Increased participation-mpowering communities .............................. ~ 1 2  

C . Managing assets and making &rants (column C) ...........*..... , ............................... J 3  
C.1. Managing assets: investing capital ..... .................... ..,,... ...................... 1 3  
C.2. Making grants: a participatory process ....................................... ................. 14 
C.3. Achieving mdi bbili ty. modeis for governance ..*.,,........ -. ........... ..-. *..... 15 
C.4. Maintaining creditability: renewing board membe~hip .............................. 15 

D . Method of moving money to the endowment (column D) ..................... ..... ........... 16 
D.1. Use of debt-for-nature swap to fund an endowment* ................. ..-... 1.16 
D.2. Dealing with infiation: asset transfer .....,.......... - ..I......................................... 17 
D.3. Use of NPA conditionality to create an endowment .................... ...d..e... ...... I 8  

..................... D.4. Use of direct grant ................................................................ 19 
...*..... ............ E . Options for the process of setting up an endowment (Eolumn E) .. -20 

.......... El 7kroleofgoverment .,.* ........................... ........*...*... ..q"............*.. 20 
........ E 2. The role of donors ....... C.WUWI ... -.. .........................................I... .. ., ..-...."... 2 1  



PART IJI-CHOICES: WHAT IGhm Of EhfiSOlYMENf ............................................................. 23 
A . introduction ........................................................................ ...... ........................... -23 
8 . Issues in selecting among options ................. : .............................................................. 23 

B.1. The endowment's relatioil to government ...................... ......................... 24 
3" ............ B.2. An endowed institution's relation to local NG0s and communities w~ 

C 8.3. An endowed institution's relation to foreign donon .............. ..- ............... 23 
.......................................... B.4. The endowment's relation to local private sector 26 

.............................................. C . Choice of technical assistance for the design process 26 

PART I'J-SEPS: H O W  TO START AN ENDOWED FOUhQATTON .......................................... 28 
A . A proposed sequence with technicai assistance ..................................................... 2 8  

A.1. The sequence ....................................................................................................... h28 
S E P  1: Secure agreement on the NGO roIe .................................................. 28 
STEP 2: Form organizing committee ............................................................... 28 
STEP 3: Wain interim coordinator ................................................................. 29 
STEP 4: Hold regional meetings of NGOs ................... ... ............................... "30 
STEP 5: Provide Technical. Assistance ................. ..- ...... ..... ........................ 30 

............................................................ STEP 6: Prepue Charter and By-laws 30 
STEP 7: Review options to manage assets .............. .. .................................... 31 
STEP 8: Register endowment .............. ..l ............................................ 3 1  
STEP 9: Hire staff, plan program & make first gra~t  ................................. A 

A 2  . Supplying technical assistance for the establishment process ...................... 32 
3 . Recunmendatkmj for asset management .............................. ................................ 33 

B.1. Develop a realistic asset m g e m e n r  plan ................................................... -33 
B Establish a core endowment free of donor restrictions ................................. 33 
B.3. Establish "s&accounts" for restricted gifts ...................................................... 33 
B.4. Raise funds from "in-country " sources ............................................ L 
B.5. Adopt an asset management plan before establishment .............................. 34 
B.6. Establish a board finance committee .....................................................=........... 34 
B.7. Define an explicit conflict of interest policy ..................................................... 3 

a B.& Xetain outstde mvestment managers ................................................................ 35 
" C . Recommendations about governance of an endowment ........................................ 33 

Ah333 k PC3lhn RAISED AT THE 1 DECEMBER COUOQUUM ........... ... ...................... - 3 9  
Discussion about the creation process: ............................................................. ..- ............. 39 
Discussion about grants and programs: ........................................................................... 40 



DRAFT REPORT ON ENDOWMENTS FOR AID!AFRrARTS-7 III93 - PAGE f OF 42 

kl. Guide to tEic "Gluid&es"- 
This report offers A D  field missions in Africa help in codering and phming 

the use of a new progaming td-mdowments, ie. assets which are invested to earn 
income to be used in support of a defined purpose. Until recently U S  ~ovemment 
wide regulations prevented the h e w  of intern income earned on federally 
appropriated monies, induding Iml currency generations arising out of AID-funded 
activities. Now the Fareign Assistance Act specifically authorizes an exception to this 
general prohibition for creating endowments wpressly for the purpose of gaeralbg 
interest inmme. ~ ~ ~ ~ ~ q u e n t l y ,  many AID missions are now asking whether an 
endowment may be an appropriate element of their overall strategy, both in the 
natural resource sector as weU as in other sectors. 

Readers of this document need to begin with an appreciation of the range of 
possible uses of endowments. It is helpful at the early stages of thinking about the 
possible appropriateness of endswments to distinguish between an endawment's 
purpose and use, which would bii answers to the 'khy" and "how" questions 
i ~ p ~ v e f y  A purpose would be the goal of an endowment e.g. supporting long 
term agricultural resea& or providing for the are of AIDS orphans. On the other 
hand defining the endowment's use, dr the way its assets are managed and its income 
put to the best purpose, and who has responsibility for these functions, challenges 
would-be endokment creators with difficult questions. Answers to these questions, 
more than answers to purpose questions, will deterinhe how a mission wodd manage 
the process of creation, i.e. these answers would determine the sequence of steps and 
who should be involved at each step. 

This document, "G~ideiines: offers missions help in understanding the range of 
uses of endowments. The "Guidelines" shodd help readers choose a use which not 
only addresses the endowmefit's intended purpose, but also would be an effective way 
to spend the endowment income given the social, political and economic cowtaints of 
a particular country. 

The intended use will largely determine the kind of analysis and decisioas 
missions will have to address. At one end of the range endowments can be iimited to 
tie exchsusive use of an misting institution Fw example a university in a dwe30ping 
country just as a university in the US., might well benefit from endowment income 
which could be used for general budget support or for a spe& purpose. 'Zhe 
biological resources in a national park could be made more secure by providing an 
endowment and dedicating its income, dong with income from user fees and 
governmental sources, to the use of the institution responsible for the park's 
management. Such an endowment has great value in that it provides a significant 

- measure of financial security for an indefinite period of time. If missions seek this ldnd 
of limited use, then the kinds of analysis required arrd the sequence of steps can be 
kept to a minimum 

At the other end of the range of application an endowment could be the funding 
source for new kind of local institution patterned on a U.S. comtrnity foundation, i.e a 
nobfor-profit organization under the managment of a board of &rectors drawn from 
the communjiy which the organization heips. Such a foundation, depending on the 
scope of its activities which its charter allows, would be able to provide funding for a 

90 Hot Quote-Send comments t o  Paul Weatkerly-?el: 202-408-51:6 Fax 488-5023 
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wide range of local nongovernmental arganiratiom {WGOs) and local community 
groups (LCGs). 

An endowed foundation could become a national donor agency. It could be a L 

vehicle for fund raising--from both local and intekational sources. Such an institution 
- not only has ff9xibi.lity it a h  can serve to empower local communities because the 

endowment bard  is controlled by members of the communJty senred. However, 
mating an endowment for multiple uses, ie, financial security, flexibility and 
empowerment, will require much more careful attention to design than would an 
endowment limited to a specific institution or to a single budgetary use. 

If znjssions decide to explore a cum lex set of uses for an endowment because of B the chance to achieve difficult, but useful# r x I o  y m e n  ta 1 purposes, then all sections of 
the "Guidelines" wiil likely be d use. On the other hand missions seeking a more 
limited use, say only financial security for an institution, win only need to use a few 
sections. However, the "Guidelines" are written so that misskmi which are unsure of 
the most appropriate use will be able to gain insight into the difficultyI time necessary, 
m d  i k l y  costs, of different options. Therefore, missions should consider the 
"Guidelines" to be both a guide for decision making about the appropriateness of an 
endowment and its me, .as we1 as a source of references and recommendations for ? 
tackling each step of the process.' 

For the purpose of illusbation in thir introduction, two kinds of endowments 
have been described-those hiked to a single w, i.e financial security, and those 
supporting multiple uses, ie. the foundation Howwe& the picture is not so 
siraightfo~~ard. Purposes can be multiple as well as uses. Missiom may have to 
consider many permutations to determine whish set of purposes and uses ''fitt' naBanal 
priorities and ate, at the m e  time, viable in the local milieu. Therefore in order to help 
missions undefikrld the implications of various permutations, these "Guidelines" 
emphasize the analysis of the more complex, multiple use endowments. In many 
situations missions will be able to simply the task if they find that a more limited set of 
purposes and uses wid suffice 1c their needs. A later section gives a table of optiow for 
c o r @ p b g  an endowment 

I - A.2. The environmazaf case for endowments 
Under AID'S Africa Bureau's ~we lo~ rnen t  Fund for Africa, the Bureau has been 

assisring Missions to i d e n q  and develop programs promoting improved natural 
resource rmagemenf. Essential t~ the dtImate success of these prop- is the ;r 
sustainability of activities which missions initiate. Sustainability requires both continued 
finanrid support ar~d maintenance of a n i 5 d  mass of competent and d&xtied human 
resources. 

Envhmental  sector projects, especially efforts to preserve bidogicd &versiv, 
need patient work by skilled persons in an atmosphere of steady financial and 
imtitutional support. In other, more traditional development sectors a loner histoT 

.provides a sewe of which approaches work Relatively less experience in tackling 
environmental problems means that stability in the level of resources committed to a 
long-term goal frcm problem identification through to evaluation, oc-mpieci a 
prominent place among factors determining success. 

Missions contemplating environmental efforts should take a long view and 
examine what steps they can take to provide the dimate necessary fur sustainabiU?y. 
Many may well find that they will have to help f o n d  or enhance appropriate local ? 
institutions if they want b see their efforts lead to continued action beyond the life of 
Do Not Quote-Send comments to Paul Wcatherly-'he]: 202-408-5113 Fax 408-5021 
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an AID pmjed. In this context endowments may have a useful, even critical, d e  to 
?W* 

AID missions should work with host country governments to explore options 
for ways lo commit fesources to envkonmenlai problems. A likely conclusion is that 
present mechanisms and institutions do nut have sufficient mcih and capacity to assum 
s long term cwnmitmrnt Missions may then wish ta c o ~ i d w  helping to set up r new 
institution which is endowed with local currency so that it m provide a secure source 
cf funding for envimnmentd (or other) purp5a. Because such an institution, referred 
to in this paper as an "endowed foundation: or simply, "foundation," would be 
designed to last indefinitely, it must have sound management, Le, a capability to guard 
i& assets, dwebp pmgams for making grants and evaluating and monit~rhg its 
grantees. 

To be truly sustainable the mznagement, whether via a new foundation or via an 
existing institution, d an endowment or other long term funding sotlrce must be as 
independent as possible from short sighted palicks and the pressure of momentary 
csises. sough its priorities for use of Ends, an endowment's management rnhtst 
esgablish and maintain a framework which provides, and encourages participation by 
individuals, and other elements of society in solving envimnmental pmblems. On the 
other hand to maintain kffectiveness such a source tleeds methods of operation which 
can evolve as the absorptive capacity of local NGOs, L S s ,  and other implementers 
change. 

This paper envisions &at if a & institution is to be created to manage the 
endowment, that it would be modeled on US. coanmuniv foundations. That models 
calls for these institutions to be governed by boards of directors representbg a broad 
cross section of the commimity served by the foundation. If the endowment is for an 
existing institution, then the governance of that institution, appropriately stren@hened, 
would manage the endowment 

A3. The developmentaJ case for endowed fowdations 
Solutions to environmental ksues demand responsible trade-offs between 

conflicting, but legitimate desires. O k n  these conflicts are rooted in antagonism 
between different groups within society. No foreign donor or international NGO has 
the moral authority to impose a view of how these trade-offs should be worked out. 
Rather the society of a country must find its own solutions based on c o m p r o 0 ~  which 
takes into accwnt different viewpojntr and balances present aspirations and future 
needs A donor could push fdr an agreement on a part ioh issue, but such an 
agreement if if does not reflect long-standing local political and social attitudes will not 
be very secure. 

Environmental problem solving is on better fuuting if it occurs tRro~:gh a 
mechanism by which a broad aoss section of local society can participate in a process 
of creating (and updating!) a national consemus on priorities and approaches. To see 

- enviromental view points floruish donors must acknowledge that ultimate 
respomtbility rests with the society A donor's best long term strategy may be to pknt 
"enviromentalism" at the grassroots of scciety and nunure its growth in the 
understanding that it will change form 35 societal values change. 

If a donor srcated institution is to identify and address national environmental 
priorities, it must be able to naarsbl local support, both political and fmandal, for a 
national e n v i r ~ ~ e n t a l  agenda. Domrs have a role, not of determining the priorities 
of this agenda, but of seeing that institutions which they help set up have a scope which 
Do Not Quote-Send comments to Paul Weathcrty-TeI: 202-408-5113 fax  408-5021 
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is broad, i.e. supportive of efforts to preserve as appropriate, protect where necessary, 
and sustainably develop when possible, h e  nation's natura't resources. Whether 
preserving bidogcal d~versity 6r deanin up water resources, the institution needs to 
provide financing which is secure in the f ace of shifis in national policy, political part), 
or donor priority. At the same time the ideal institution should reflect the wolution of 
national piorities as economic and social conditions change. 

A D  missions should consider the concept of an endowed fcundation as holding 
the potential for a better way to pmride development assistance. Howevet; such 
!nstitutions are capital intensive and require a concentrated effort by skilled persons to 
set up. And, they so not necessarily lead to fundamentai changes in local power 
s~uchve .  

A.4. Recent AID initiatives to crezte endowments 
Within the last three years interest in endowments has grown rapidly While 

A I D  has had the ability to work wit! host govenunents to create endowments for some 
time, most of this experience has been Linited to endowments for individual 
institutiow; WicaUy an educational or research institution which needed longer term 
financial security than afforded by annual project funding from foreign donors (see AID 
publication, 'Terms of Endowma$," for a review of this experience). 

A D  created endowments are just beginning to address envko~snentzl issues at a 
national level. The Foreign Assistance Act (FAA) now allows AID to aeate local 
cmencv endowments with grant mdney from either development assistance P A )  or 
econodc support funds (ESF). This a~thorization specifically provides for the creation 
of endowments which can w interest earnings for supporting a range of activities. 
AID is currently applying this mechanism in the Philippines, Costa Rica, the DomirJcan 
Republic, and Madagascat ' 

A.5. Alternative endowment uses and creation paths 
The report describes several types of endowments; however, missions should 

carefully consider the path to creating an endowment before settling on a final choice. 
Table 1 shows a series of columns which offer a range of answers to the key questions 
posed in the captions aaoss the top of the table. Answers to the these qustiow, in the 
form of one box from each column constitute a fist approximation of the path of 
creation Later seabas of these guideha will refer to Table I in working through the 
choices necessary in creating an endowment These questions are: 

A) How (and who) is to be involved in the creation of the endowment (and a 
new institution, such as a foundation, to nanage the endowment)? 

F) HOW are f m d s  to be moved into the endowment? 

C) Who has oversight on assets and grants? 

D) How is the endo-wnent's income to be used? 

E) What set of purposes will be served? 

lhis report offer analysis useful in choosing among the options given in the 
columns as well as recommendations for programming an enddwment creation effort 
Missiow should explore many if not most of these options before they settle on one 
from each column It wiU be helpful if the process considers each cqlumn separately as 
the choice of one answer in any one column does not necessarily limit the choices in 
another column. 
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In %blc I, the options ("amwers") grow more compIex toward the boltom rcw- 
Experience which can offer gtiidartce also grows scarcer toward the battom row. 
Consequently the analysis offered by this 'Guidelines" concentrates on chc more 
difficult, less well understood uptiom so that missions may consider them more fairly. 

Options to consider when designing an endowment 

defined goal 
with explicit 
-k, e.g. 
managing a 
national park, 
educaEng A D S  
q h a i i ,  doing 
agric, research 

set ~f Iong-tern 
goals, with 
fldbiEtv in 
strateg); chosen 
to reach goals, 
e-g. NEAP 

-- 

empowerment, 
in. giving 
sxiety the 
means both to 
set priorities 
;rind choose 
strategy 

budget support 
for program . 
implemented 
by the 
endowment's 
manager 

grants to Socd 
NCOs 

under the 
management of 
an existing 
institution 

under the 
management of 
a new 
institution 
created for a 
specific 
purpose 

under the 
management of 
a foundation 
wifh a broad 
mandate 

debt swap 
(exchange rate 
leverage) 

Nun-Project 
Assistance 
(policy 
leverage) 

direct pant to 
ul existing or 
new institution 
(p&bry for an 
account in US $1 

E. Wat pro- 
cess m t e s  nn 
e~tdowment 

via partnership 
between 
laternational 
NGQ and local 
proup@) 

via 
participation of 
kKd 
cornunities 

- Options offered in this table are listed as alternatives in columns under five key 
decisions which wit1 determine the structure of the eridowment as well as whether a 
new institution, i.e an endowed foundation will be created. 

if missions wish to consider the most complex option, the endowed foundation, 
then considerable effort must go into the planning pime in advance of any hevocable 
dedsion Widespread participation, induding local community groups is key, as such a 
foundation wodd need a mandate from society to be able to function as a kind of 
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national donor agency. Such a mandate requires that the grassrook of society 
understand and s u p p c ~  the work of such a fosndation Because this mandate is so 
critical, these "Guidelines" devote a great deal of analysis to understanding how to 
approach the creation process in a way which builds and maintains this mandate. 

There are also other pwsibifiljes which vary from the answers given in the 
columns. Ln Bolivia a fcundation is being set up with a board of directors, involving 
both governmental and nongovernmental representatives, which has control over the 
totality of the endowment's assets with B e  ~ruviso  that special subaccounts are set up 
for special purposes. These subaccounts are'in effect a form of restricted gift. miis 
endowment has yet to be finalized, but it may offer an example of another option 
beyond those of Table 1. 

A.6. The role an endowed foundation might be able to play 
In providing long term finandd and political security for the environment, an 

endowment, whatever its genesis, purpwes and form of use, will foster new 
interrelationships among AID, the host government, local NGOs, LCGs, ard US. 
NGOs These changes will be more sttensjve as the endowment is made more 
accountable to local sock ty. For tzxKnp1e, an endowed foundation which can play an 

lout to advocate independent role within'a national society and which has the financia& c 
a long term perspective wiU work to open up pvementa l  process to more 
viewpoints. Assuming such a role will mean that the endowed foundation will be able 
to open a constructive dialogue with the govemmznt an national priorities. It will a h  
be able to negotiate as an' equal with foreign NGOs over the shape of environmental 
program and projects which foreign donors and NGOs seek to promote. 

Much of the arialysis.of these "Guidelimes" focuses on the process of creation- 
who leads, who participates, snd how that p r o c ~ s  determines ultimately who controls. 
To choose one approach to the creation inevitably sets up a bias which favors either a 
continued coniroi or dominant influence from outside the country or control from 
within local society. Ths if locd control, ie. "empowerment," is a desired outcome, 
then especially careful attention must be paid at the eariy stages to the approach 

B- Sununary of experience with endowments to date 

E.1. How interest in endowments evolved 
The current interest in endowments has its origins in two bodies of experience. 

One, primarily in Latin America! rwresents experience with e n d o m s  for existing 
institu6ons. Most of the experience*w-ith this kind of endowment (see "Tenw of 
Endowment") grew from the financial needs of established institutions, ie. the need 
znticipates the money. A second, more recent set of experience comes from efforts to 
place more resources over the long term behind conservation oriented e f f m  The 

~ e s s  the future driving force behind this kind of endowment is less an effort to add- 
needs of &sting institutions and more an attempt to promote the growth of new or 

- greatIy expanded institutions. In the second type money anticipates the need. And , in 
many, but not all, cases, "debt-for-nature" swaps have been used to generate the money 
in Iwal currency. 

Because the debt swaps generate local currency in quantities which cannot easily 
be used in a short period cf time, the debt swapping organization needs to bank the 
swap proceeds until needed. In many countries with high domestic price innation, the 
vdue of the proceeds erodes quickly unless interest can be earned and used This need 
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has been one of !he factors behind reccfit AID'S recent 1epjs:ative authority to male  
endowments. AID's current appropriatbns bill PL 102-391) states: 

"kc.  567. In order to enhance the continued participation of nongovermental 
organizations in econamic assistance activities under the Foreign Asistrtnce A d  
of 1961, including endowments. debt-for-deveIopment and debt-fo.- nature 
exchanges, a nongovernmental oqpnization which is a grantee or contractor of 
the Agency for International Da7efupment may place in interest bearing 
accounts funds made available under this Act or prior Acts or local currencies 
which actrue to that organization as a result of economic assistance provided 
under the heading 'Agency far hternatiod Dwelopment' and interest 
earned on such investment may be for the purpwe for which the assistance was 
provided to! fhat rtrganization." 

33.2 Why debt-fornature swaps are associated with endowments 
In Africa and in other regions, many missiow and U.S. NGQs have viewed debt- 

for-nature swaps as an attractive option for programming in the naturaI resource area. 
Missions have favored them because they have confidence in the managerial aPrd 
administrative capacity of international NGOs. These NGCk offer a complete service; 
they arrange the swap hrjth First World bankers; they coordinate the exchange of 
purchased debt with the host country Central Bank in return for local currency; they 
find a local NGO to serve as a counterpart; and, they manage the local currency to 
support biodiversity and consewation acbvities which they and their lmd p-er 
program and manage. 

The NGO community has been particularly attracted to swaps because of several 
benefits leverage on the conversion of their grant funds to local currency; publidty; 
and, opportunities to work cooperatively with Central Banks and private commeraal 
banks which have traditionally not been actors in the consewation of biological 
diversity. 

Few donors interested in the environmental problems of dwebping countries- 
the public, foundations or corporations (inchdig banks)--have sought out more direct 
alternatives to using these US. NCOs as intermediaries. Partly this represents a bias 
toward the familiar as well as an actual absence of alternative, more direct channds to 
support grassrouts efforts. 

However, AID'S experience in developing countries gives it a wide array of 
options for delivering lFinancial support That body of experience gives AID missions 
the perspective to base their natural resource p r o ~ ~ n g  on an objective comparison 
of alternative mechanisms of dealing with emriromental needs. 

B.3. Limitations of debt-for-nature swaps as programming tools 
Even the p u p s  which advocate debt swaps scknowledge limitations such as 

the lack of buyable debt; a swap's inflationary impact (and conflicts with IMF 
mandated efforts to control the money supply); as well as the difficulty in 
administering and programming a sudden and large infusion of local currency. With 
more experience with debt swaps-especiaUy those 6ed to biologid diversiv4ther 
criticisms have been hard: lack of participation by either local N G e  or communities in 
and near areas proposed for prokctiox the growth of a perception -mmg the 
leaders of focal society that environmentalism is a foreign agenda; arc perpetuation of 
a senior-junior relationship between ioreign NGOs and local NGOs. 
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Another problem is that the technique of the debt-for-nature swap has tended 
to take precedent over the patient, less glamorous work of program development. 
The negotiations necessary for arranging a debt swap must take place according to the 
pace of business d the international banking cominunity and in respomx to marzket 
oppxbnities for getting a favorable leverage in a deb! purchase. In other words the 
process d making a swap drives the program funded by the swap rather than the 
reverse. In such an atmosphere it is difficult to find and foliow a process which 
provides local cumunities with a sense of ownership and control over activities. 

Nonethdess, the debt-for-nature swap, in the tradition of eppropiate 
technologies in other sectors, has acquired a life of its own Swaps have become 
accepted as more than just a financial transaction. The term. "debt-for-nature" swap 
implies a set approach to programing. Howweq in reality a swap is just a exchange of 
foreign currency for local currency at a favorable rate. As such a swap could be a part 
of any endowment creation effort as a way to move hard currency into local currency. 

It behooves AID missiox to examine ca,refuIly the stated aims of a proposed 
swap to compare attached programg mechanisms with alternatives. 'Ihe use of a 
direct grant (i-e. keeping funds in dollar accounts) or a government grant W e d  to a 
NPh poky reform process may offer a preferable option if a god is comtnrding a 
institution with widespread parti&pation in advance of funding. 

On the other hand a debt swap may be an option to consider once a process of 
endowment creation has been agreed -upon and progress made. Since the process of 
creation may take sweral years, the choice of methd of creating a source of local 
currency may not be on the table until after the optimal secondary market opportunity 
for purchasing debt has passed. 

B.4. The analytical framework of these Guidelines 
Whatever the financial and institutionat mechanism chosen, a mission should aim 

to create a more stable base, both fmancially and politically, for the support of long 
term efforts to conserve and preserve the environmentC This long term god defines 
the set of needs which any proposed mechanism must meet. This set of needs provides 
the context for the analysis of this paper. 

This paper analyzes issues suminding the use in Africa of local currency 
endowments, possibly managed by new foundation-like institutions, and offers 
recommendations for use by missions E-d mission contractors as they design projects. 
This paper will focus on the process an2 what programming issues will have to be 
considered. 
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A- Artidating a rationale for an endowment purpose &use 

At the artset, it must be stated that for all the potenliaI value of an endowment 
m g d  as a foundation, the climate is not favorable in most African countries. No 
African country (and few developing countries anywhere) have a hadition of charitable 
foundations which could serve as a framework for establishing an endowed 
foundation Consequently theR is a shortage of pmfessionals with the expertise 
neces- to establish and operate a foundation Euperimce in matnaghg assets, 
designing envimnmental grant programs is not so ibnited, but still hard to find. Andt 
finding expertise willing to dedicate themselves to the long incubation period 
necessary for an endowed foundation is difficult when so much money is available for 
natural resource projects. 

Missions which wish to consider the most elaborate options of Bble I, should 
take great care to work out a plan with the m;udnum amount of cofl~ultstion arkd 
partidpation with all poteqtial players. Missions should docate funds to the 
exploratory and design phases sufficient to allow for false starts, blind alley, etc. 

A.Z llre need for an explicit rationale befoie creating an endowment 
As d s m i d  in the inintroductory sections, the choice among pcdsible purposes, 

ways of using income, and institutional home for an endowment must have an explicit 
rationale. Missions shodd be able to zarticulate a rationale which covers the followhg 

* A statement of mission which is bigger than the endowment 
A mnvincing argument that a purpose and an institution should begiven 

perpetual life 
A dear grounding in a national gcal (e.g. the National Environmental 

Action Plan, or NEAP) which has bmad wpport within all elements of society 

The three attributes of a convincing rationale apply to all optiow contained in 
colwnns A, B, & C of Table I. Mowever, if a mission wishes to consider the more 
complex option of creating not only an endowment, but a new institution (eg. a 
foundation) to manage it, then the rationale needs to be scpmdwl to cover additional 
questions. These questions arise not j*st because the task is m r e  complicated, but 

* because of the inlacrent danger of a "mmwayl' with a flexible institution which has its 
own source of money and which is independent of donor or governmental control. 

Missions should bear in mind that the rationale for a foundation and the strategy 
for creating one are intimately related. Thus, readers will find some overlap between 
the discussions of rationale of Part I1 and of steps of Psrt Ill of these 'Guidelines:' 
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%. Choosing a purpose (csf umn A) and a ust (cuf u r n  B) 

Ihe middle option of column A offen fkibizity, but not nmessa~y 
independence of management It could ailow for participation of difYerent dements of 
society in its work of developing program strategies and approaches to national and 
local environmental problems. Environmental programs, especially efforts to conserve 
biodiversityt benefit from the participation of local c o m u n i t i ~  in the affected areas in 
decisions of strategy. 

The last option in column A, that of an endowed foundation, would be able to 
provide nut ody funding, but funding with the support of a broad aossseaion of 
society. The concept is that the endowed foundation would have the ability to set not 
only strategy within given priorities, but also the priorities themsehres. Such an 
institution, equivalent to a national donor agency would be able in nationat policy 
debates to influence national cnvkomentd and developmental gods. 

A choice among options of column A needs to be judged to the extent hat it 
meets the needs described in the following sectiow 

BS. Long-term funding-lasting beyond the project cyde 
Missions may wish to start with the aim of making support of conservation and 

renewable natural resource management and development activities less vulnerable to: 
I)  changes in AID'S priorities; 2) gvobing; relatiom between host country govements 
d foreign donots; and, 3) host counhy political and policy shifts. 

A long-term goal may be to aeate a source of money which is independent and 
stable In the case of a specific purpose endowment the guestion of whether this goal 
can be reached is most easily addressed by selecting the top option in column C In 
that case the track record of the existing institution would provide the answm 
how we^ if a new institution is to be created, then careful attention must be paid to the 
management capability d that institutiow as it would, once established and funded, not 
be subject to AID o v e r s i g h t 4 i k  existing local currency accounts ova which AID has 
a continuing management rok  

82 ~ o v a t i v e  r n e c h a n i s ~ m o ~  beyond dependency on donor aid 
Supporting sustainable development and renewable natural resowe 

. comervation will require long term aid for fmding and nurturing new ways to 
mcourage individuals and communities to view their resource base as a trust to be 
cared for in &hi of the needs of future generations These new mechanism may 
include decentralization, stronger NGOs, and LCGs innovative partnmhips among 
NGOs, LCGs and government agencies. and new roles fur the private sector. 
htitutim, whether existing or new, should be given an endowment of if this step d l  
help address this need of moving beyond the "aid hap: ie. a dependency on donor 
assistance which rfifles initiative. 
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Fw exarnpt an endowed foundation could support decenbalizaii~n strategies 
in several ways: it ccsuld provide direct grants to ~~~ communities8 who then could 
hire focal NGOs or others to hdp them in identifying resource problem and 
~pporhtnilis, to pmide technical assistance. Such direct grants, which WARF is now 
malch6 mdd help communitks form cocpeatives for credit, inputs, and m~rkthg. 
Since many of these strategies would involve closer collaborafion between focal 
commudties, NGOs and p v e m m t a l  extension agents, the foundaticn's support 
would mate  an indirect incentive for NCOs and gownunental agenda to strengthen 
WE field presence in order to fulfill their role in p-erships with local t0mmlEIbitie~ 

Rmewabk natural resourns ma~gement problems are htimatdy linked with 
problem d economic development, poverty alfwiatioq E v a &  creation, Wd 
organtation, a Solltt.iom to these mblems require innovation, cooperation, and the 
m6itizaGon of all sectors 04 d e b  9 uccess will come about in different ways in 
diferent societies: however, in all cases success depends on mating HK1 sustaining 
castsffective ways to tackle renew2bIe nahual resources problem and economic 
devdopment oppoteuniticr. New garbprships d be necessary. 

B3. k d  cmbd-pmrni~thg imcvarian 
If a cenkaf purpme of an endowment is to plwide support for innovative 

action, then procedural barriers to new approaches and methods of funding need to k . .  1 mirumtzad. At the same time flsclbility in management must nut c o m p m ~  
accaunbbili&ylwth to the peer communi~ of local NGOs or to donors. No type of 
activity should be ruled out of bounds a prim* without dear reasons presented by 
donors which the NGO comuniv understands aind accepts. 

Missions which seek to engage host gcverrunmts and local N& communities in 
discussions of the need for and structure of mdowmenb which would provide grants 
to l d  NCOs and local community groups (options 2 and 3 in colum B) need to write 
down generd guidelnes for what the endowment would do. 'Ihe guidelines should 
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A rationale for the choice of col~mn '8 should wtbne the scope of progrm.rming J 

activities with several statemenis of general aims, e.g. the endowment seeks t? reach a 
broad range of NGO types and an eve; increasing number of individual organizations 
and/or the endowment seek  to develop NGO capacity as ~rgards financial 
management, activity planning and project direction A statement about the range of 
NCO activity the endowment's funds w d d  support should include (or explicitly d e  
out) public educatio.-, research, credit mobilkation, training. advocacy, lobbying 
paliticd activity, etc. 

If the buttom option of co3timn A is chwen then the speciis sectors to be 
supported woilld have to be subject to review and modification bv (he board. me 
choice of the lhird option in calm A represents the fullest co-tment to the 
philosophy that partidpatory processes shouid and do haw p a t  influence on the 
setting of priorities. Such a policy, which is necessary for truly loal control, may lead to 
conflicts with donors more interested in specific issues rather than the p t h  of l ~ d  
institutions dedicated to grassroots determination of priorities. For ewnple the board 
may decide that biodiversity should be less of a priority than other environmental k 
needs, e.g communjty waste re+chg. In this situation a potential donor may well be 
reluctant to endow a program whose purpose could be changed. In such C m S f  it may 
be possible to negotiate time-limited program restriaon on donor contributions to an 
endowment which would give the dohor agency assurance yet not negate the principle 
of lrxd control 

B A  Increased participation-exnpowe~ communities 
If the god is to proviae the most secure base of funding for the long term, then it 

seems prudent to provide a funding base for local NGOs and local community p u p s  
which is independent of, and complementary to, the funding resources available to the 
international XGOs, i.e. foundations, corpo;ations, and the concerned public of the 
developed world. Further, pwj*ing tension between NGOs of the North and South 
over issues of program diec~on and management argue that AID should not rely 
exclusively on international NGOs as agents ta address long term pals. 

The endowment mechanism off& an advance beyond traditional options. As 
local NGOs continue tc improve their project capacity, the endowed foundation could 
be cne way to increase their partidpation in n a t i o ~ d ' ~ l i ~  dialogue as well as b 

efthancing their role as partners with their own government in environmental activities. 
Sustainability of natural resource management can not be assured by a focus on 

t ~ b d c a l  and scientific aspects of problem done. V~ble soiuliohs to envir~mentd 
issues, perhaps more than other development issues, require that leaders and leading 
institutions of socieW become aM\*ely committed to the process m e  a strong 
governmental com~itment is needed, government actions alone c m o t  assure 
swbirzabruty. Wlwt is needed is the active participation of as broad a range as possible 
of people and constituency based local NGOs in the facilitation and implementation of 
enariranmentel and cownta tion activities. 

The process of forming a Board for the endowment's management {which is 
necessary under those options calling for a new institution) is crucial t; '9e participation 
question if the process is open to ail iocaf NCOs and ctomm.tiV oupr, which 
repiesen: constiiuencia witkin -ety then a broad range of N G g  and p u p s  would rT 

be much more likely to partidpait in the endowrnent*~ activities. On the other had ,  if 
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the formation process is limited to a few and conducted in sekrel. then many might well 
view the result as an institution under the contml d a smali, elite group. 

The concept of a l u d y  managed foundation derives fmm three bodjes of 
rn experience, which are the community foundation concept; AID'S local cwenc)" 

endowment in Ule Philippines and under development in Madagascar. In all of these 
cases the fundamental concept is to give local communities a long lived institution which 
is managed by and fur the pop1e of those communities, whether at the level of the 
nation. a region, or a local community. This concept may be termed a "democratic" 
foundation in Ule US. thts mncept most dosely pard& the uc~URiv' foundation 
which is meant to imply, that the foundation's board is dawn from the commhv it is 
intended to serve. 

In the US. the cornunity foundation concept is widespread and offers many 
examples d purpose and ways to establish and operate. There are commdb 
foundations dedicated to public edu&tion, locd arts, community services, poverty 
alleviation, civil rights, as well as t ~ ~ a f  envirOmental problems. Many c o m m d ~  
foundations were established by local philanthropists, others by church councils and 
social service organizations as cooperative funding vehicles. Many have as an -licit 
purpose the empowerment of disadvantaged commWties. W body of acprhce 
offers lessons in how to conduct a process of resmiting a board of di~ctors which the 
community the foundation is intended to serw can accept as representative 

C- Managing assets and maEdng grants (column C) 
The options in column C differ more in their implications for management of 

grants than they do for the management of assets to generate income fur snaking 
grants. aherefore the fcdluwing section does not distinguish between the optins in 
terms of their img1,ications for asset m ~ g m e n t  However, the management of p t  
p m g m  gws beyond questions of technical fes12,iIity to questions of power and 
inf3utmce. 

C.3. Managing assets: investing capitid 
The financial r~ison d'etre of an endowment is to protect the value of assets 

while generating hcmne h r n  the use of those assets through inves#menfs. 
Tra&tio,xiEy. private donors and bilateral and multilateral aid agencies focus on short 
tern projects, approximately five years, which often fail to have a lasting impact when 

' the money rum out. These agencies look to endowments to guarantee a steady 
commitment to long term goals and overcome budgetary and politid fluctuations. 
Fulfilling this objective, however, necersifates acquiring and managing assets so as O 
maintain their d a r e  and yield income. 

Numerous uptiom are open to the managers of an assets. Among 
these are: deposits in local private c o r n e d  banks, holding of o v m e n t  bonds or 
nates, equity or debt of privatized national companies (eg. the te 'i ephone company), 
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real estate, etc. Limits on the mix should be deternQned at the time of the endowment's 
crea 1 ion. 

The assumption is that an endowment's assets can be mamged to keep a I 

principal intact with a net interesl and investment income available to support project 
aaiviiies of LCGs and NGOs. Ideally, an endowment portfolio should generate a four 
to five percent return after adjustment for inflation and the cost of p o d o h  
management. This level of asset management while possibly achievable in a few 
African countries, will prove difficult in most. 

While an endowment, whether for an existing or new institution, should seek to 
maintain the value of the principal in perpetuity, unstable or nonexistent markets in 
local mrrency denominated assets may force asset managers to step back from this 
god. In this situation, managers would draw the endowments assets down over time 
(i-e. a sinkirg fund) and need to manage donations so as to stretch them beyond the 
normal donor life-0 f-project cycle. 

Regardless of the state of Iwal financizI markets, building a financid 
management capacity will pay off when local financial markets develop to the point 
where an endowment can be managed in perpetuity An endowment's financia! R 
w a g e r s  should anticipate the various pressus  on a endowment's assets, hdud'ig. 
donor a f t  restrictions; reporting requirements of national governments, and donors; 
and, the need for transparency and W~idanO? of conflicts of interest in asset 
management decisions. Anticipating and dealing with these pressures effectively will 
enhance the endowmnt's attractiveness to potential, donors 

C.2. Making pants: a participatory process 
A primary reason for a rjssion to consider an endowment stems from a need to 

provide responsible elements within society with a long tam source of financing to 
help them build commitment to the solution of environmental problems. Achiwing this 
purpose, i.e. long term commitment to environmental goals, requires that various 
communities, both local and nathnal, jdentify with this purpcse through partkiption 
in shaping endowment-funded programsams This need is valid whatever option in 
column C is  chosen 

If the third option in colum C L chosen, then the choice of activities to be 
funded by the endowment must be able to evolve in response to changes in the social, 
economic and resource conditions. h this case the opportunity for pop'dar 
participation must be broad This need for partidpation effectively rules out a 
governing structure over which the host gvjemment retains a veto. Howeves at the 
same time, governments have legitimate interests in how the endowment manages its 
finances and how grantees use their money 

An effort to found a new institution with an endowment must simultaneously 
follow a process to establish a gwerning board and rules of governance independent 
of the government as well as' a process to define the relationship between the endowed 
institution, its finances and operations, and the govement. In the first process society 
defines the institution's mandate and in the second the guvc~ment recognizes the 
institution. 

Each precess needs to be guided by early decisions about the desired end 
product. For example, the mjur question concerning the board's make-up revolves 
around how best to emure thai board is free enough to rise above the #web of 
obligation" yet structured enough so that through time as board members change the 
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overail composition of the bmrd dm1~ m t  drift toward a particular viewpoint, i-e. 
become a rumway board. For foundations to succeed, the organizers must create an 
" e t b n  of senrice to society. The board must be dedicated to nurturing this ethos. 

C3. AeFicving creditability: models for governance 
The importance of fie process of selection of the men~krs of a governing bard 

cannot be overemphasized. The board, whether an existing institution or a new, 
endowed foundation, will be responsible fur all decisions affecting endowment 
generated funds, including: persomet, investments, grants, and priorities. They are 
ultimately responsible fw maintaining good relations with all the goups important to 
the endowment, including: foreign donors, local and international NCOs, the host 
gwement, Xwal and international private sectorr. 

Choosing a method for selecting a governing board is a key step in the creation 
process of an endowed foundation (column E). lhis step needs to build a mandate 
han their local NGO community for the fumdatkm's board. 3vu concerns should 
guide choice of a board selection method. One is the need for accountabilitJt and the 
second is the need for independence. From these two viewpoints, the dirst question to 
address concerns the makeup of the board and what restrictions are placed on its 
members. There ate several models. The aeatiun process might consider boar& 
whose members: 
1. represent different interest groups or organizations 
2. ' select their o m  replacements 
3. occupy seats with different, restricted qualificatiom 

These types of bohrds, respectively known as: "representative," 'self- 
perpetuating" and "restricted." ate not the only ways to specify the initial selection 
and periodic replacement of a board; howevec these do cover the major o p t i o ~  The 
following section discusses what each model implies for the repkcement d board 
members. A study of the pmcess of replacement will illustrate the factors which need 
to Be considered when considering the restrictions placed on a board 

Self-perpetuating and restricted boards would expect that their mernbets would 
be less bound by old  atio ions with particular phiiosophies. Ihe :elf-perpetuating 
board would be the freest in this regard, but the danger is that it can over time and 
replacement drift to atreme positions. In the US. there are cases of ~ l ~ p r o f i k  whose 
boards dweloped particular views which were atreme in the context of the times and 
mbiwtream social concerns. In the US. experience, contributions, both from the public 
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and foundations, dec1inlinl.d as thc boaid drifted. Howc~cr, in the case of capitatized 
. 

foundations, such as most majar US. folmdarions, the mle of gifb is less irtffuentid in 
maintaining a check on board drift. 

The restricted board offers a compromise between the self-perpetuating and 3 

representativz bard. The charter of an endowed foundation may specify specsc 
seats on the b a r d  with special qualifications, e.8. experience of a minimum period in 
the community development fidd, residence outside the capital dty of specific duration, 
indications d leadership on particular issues as evidenced by published artides or 
speeches, etc 

As U.S. experience offers few examples of boards other than self-perpetuating 
(although a few US. environmental organitations have boards elected by member 
groups), it seems wise to look to local traditions of self-governance for inspiration 
Boards whose membership selection derives at least in part from local inodels may 
offer promise of wider acceptance bcally; however, this gain needs to be weighed 
against the same need for international donm to see a structure recugniubk from ' 
their own experience. 

Whatever stmcture and scheme for selecting board members, AID needs to face 
another issue early in the design process-the question of how broad a base of P- 
experience can be tapped. In esience the question is: Does the endowed foundation 
derive its mandate only from enviionmentally-oriented NGOs or from a broader 
constituency, such as women's groups, local community organizations, etc.? IE the 
funhentaI  purpose of the foundaridn is to plant the seed of enviromcntalisrn at the 
gpasroots of society, then it would seem necessary to include as broad as possible s 
range of gr~ups. And, this broad range needs to be included both in the process of 
fomd establishment (writing a charter) as well as in the initial and subsequent selection 
of b w d  members. 

D. Method of moving money to the cndoment (column D) 
fhis section of the "Guidelines" reviews the major options and describes the 

steps involved in designing projects which incorporate various camb'mtio~~~ of the 
options of Table L 

D.L use of debt-for-nature swap to fund an endowment 
The traditional "debt-for-nature" swap involves the following steps which are 

tlsualiy taken in the order given (note that variations are possible): 
i A donor makes available cash in a hard currency (say 1,000,000 US. 

dollars] to a US. NGO, le a nun-profit, for the purpwes of funding a 
consemation (or sustahabk developerit) project in country X 

L The US. NGO negotiates in advance with the Central Bank of country X 
for a swap "quota" (say $510001000 in face value of debt) which would 
allow the NGO to swap notes it would purchase for local currency 
obligations of the Central Bank at a set 6cehange rate Note that this 
swap may occur i~ several tnmches up to the totat of face value agreed to 
by the Central Ban3~ 

a The US. NGO then g w s  to the secondary market in the debt of country X 
to purchase Central Bank obligations horn U S  comerrial banks at the 
prevailing market dixount of in country X (i.e. buys notes with a face x 
value of ! $ 2 1 ~ f 0 0 0  for 40% of the face value-note that the mikt 
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discount is different in different countries and vatis  over time in each 
country as a result of mary factors, ixlud-hg political change, shifts in 
internatjonal rommudity prices, debt restructuring plans, as well as the 
supply of money from donors for the purchase of debt instruments in the 
secondary market)* 

iv. The US. NGO then swaps the notes for local currency obligations of the . 

Centrid Bank. often at a redemptiondiscount on the official exchange rate, 
say u)%+ and often with staggered dates of maturity and interest (thus the 
US. NCO in country X would get a package of obligations worth 
$2,000,000 in the tscd cumncy of country XI. 

v. The US. NGO then turns over the locai currency proceeds of the swap, 
whether in cash or Cmztrd Bank bonds to its counterpart local NGO 
which may or may not be an m a t e  of the U.S. NCO for dundjng of a 
program of consemtion activities, typically incIuding some or all of the 
following. surveying biological resources of partimkir note, determining 
what land b worthy of status as a national park or protected area, buying 
land found to be prime habitat for endangered species, setting up park 
management plans, sponsoring research into endangered spedes and 
their habitit, paying for the services of park angers and guards, 
educating the public about conservation, training park stafff empfoying 
local residents as guides, informantsf etc. 

vi. If the money needed (say only $250,000 worth of local amency] is less 
than the amount proceeding fmm the swap, then the rest ($1,75Off3IO 
worth) may be put into a bank to earn interest Such an account may be 
managed as a sinking fund which is slowly depleted over swed years or 
it may be managed as an endowment where only the net interest 
are spent each yea. 

Each of the participants in a "debt-for-nature" gains a benefit: the donor gains a 
bigger impact from its grant through the leverage of the secondary markt diiomc 
the international NGO gins funding and valuable free publicity from arranging a swap; 
the Central Bank of mutry X retires debt and, the local NGO patner (cr affiliate) of 
the hkmtional NGO gains suppofi - 

In either approach to the sreatim of an endowment, an hID mission (and an 
AID recugFl.ized US. PVO or NGO in the ease of a debt-for-nature swap) will have to 
negotiate with the host government ttK t a m  of endowment In a debt swap 
tradit iody the US. . :GO deals diteaty with the host govemarfs Central Bank to 
set the ? e m  of the swap, ie the discount rate, the period of maturity of notes if it is 
not a cash transaction. A concern sf the Central Bank is the infierent inflationary impact 
of a swap which involves an increase in the money supply. AID is often indiredy 
involved in these negotiations as a me& of the donor committee for the host 

- country. 

A Wkal donor committee is concerned that a country maintain low W t i o n  of 
domestic p r k s  a stable money supply, and sound Central Bank policies. At time 
many issues can become entangled. For examplet if a Central Bank opens a debt swap 
window for t l e  purposes of attracting investments, they may find that it may also 
aUow persons of means to repahiate their holdings of foreign exchange at an exchange 
rate premium Such a phenomenon could adversely impact the poor through domestic 
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~ r i ~ e  idhion. Thus both Cenh]  B a r b  and donor can-mitkes ioak carefdy before , '. 
iaking steps which encourage large amounts of deb! swapping and do iwk  to limit 
swaps if idhi ion is feared. 

Use of the NPA vehicle would eLminat.e an increase in the total money supply as 
the local currency used for the endowment would come from money raised as 
revenue by the host government. However, if all this cash were released into 
circuMion a: one time, there could be transiefit inflationary presswe. Such pressure 
could have adverse effects in countries without exchange controls as it could stindate 
imports of goods and services. By careful design missions can minimize the inilarionary 
impacts of endowment creation in several ways. 

If a mission pursues the hTA option, Ben it is likelv that the host government 
would favor an endowment whkh was est&bshed with issets combining cash and 
notes of the Cmtral Bank according to agreed terms. One scenario would be for the 
Central Bank to issue notes which have a staggered series of maturities lasting several 
yean. In order to protect the endowment from loss of value of the  notes, the Central 
Bank  odd pay interest at a rate several points over the rate of domestic price 
infiation as published by the World Bank annually. This rate, called the "indexed rate," 
would be set in the agreement and in the. notes themselves. The notes would be I 
assignable in order that the endowment may be able to sell them or deposit them with 
a local private commercial bank as loan coitaieral in order to raise cash if needed in 
advance of the maturity dates of note Being a s s i p b k  also affords more protectian 
against default in payments. 

If the debt swap route is favored, one way to minimize inilatjonary impact is for 
the swapping NGU to purchase foreign debt of a large cmpaay such the national 
telephone company Oi electric power company. Because this debt is often guaranteed 
by the Central Bank it usually seUs for the same discount in the secondary market as 
sovereign debt of the Central Bank Consequently the Central Bank would still have to 
approve a swap, but the innationary questim could be finessed by swapping the debt 
not for local currency, but for equity in the private company. These simeholdings 
codd immediately become the endowment's capital. As the endowment needed cash. 
it could sell the shares for local nurency. The net result is little pressure to increase the 
inflaGon rate. 

Governments are Iikely to be pa~ticularly amacted to this mecb-.2ism if the 
foundation board which contmls the endowment is comprised entirely of local d"dzem 
as this means that there is less danger of control of important companies passing into 
foreign ownership. 

A similar swap may be arranged in countries where the host government is in 
the process of privatizing national companies. As part of the ptivaaization deal, the 
endowment could be given holdings in the publicly offered stock of the newly private 
company in exchange for foreign debt purchased at a discount. 

, D.3. Use of NPA conditionality to aeate m enklowent 
Because the process of n i t i ~ ~ g  a hTA FAAD, or propam document, fellows a 

sequence parallel to the  writing of a traditional project papez there is ample 
opportunity to explore in systematic fashion a process for the use of freed up local 
currency funds for creation of an endowment. ?he process is similar to a debt-for- 
nature swap in that here are multiple parties involved and that local currencies wind 
up in an endowment managed by a lucid i ~ r p ~ ~ S ~ i i .  However, a major difference of .r( 
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great inkrest lo AID missions is that tiw local currency is "freed up" rather than 
"gemrak=d." There is no "swap." 

Jn an W A  arranged endowment the host government agrees to use ils own 
rwcnues of local currency, which had been budgeted to use for the purchase of foreign 
exchange to pay debt service8 and give it to the endowment. As these local currencies 
arc no1 generaled as the direct result d an A D  grant, then A D  has no fiscal or 
pro~antmatic responsibility over the use or accounthg of those funds. 

The NPA endownlent process follows these steps: 
1. AID offers a hard currency NPA grant (say 2011XK9,000 U.S. dollars) Oo 

Country Y with the intention of making the grant conditianai on a series 
of policy refoms in the natural resource area. 

ii. As part of the agenda of rehms, the national government a p e s  to 
work with Jocal NCOs and community gotrps to develop a plan for an 
endowed foundation. As its counterpart conkhition to the W A ,  the 
national government agrees to donate $5,Wp600 worth of local currency 
40 the f~undation far an endowment. 

iii. As a part of the NPA agreement AID and the the government of Country 
Y would set cut thi tams under which Gunby Y*s C m d  Bank would 
agree to hlrn either cash or nates or a combination over to a new entity 
when both the national gwerment and AID cerhfy that the new .= entity 
has met established criteria. 

iv. AID would also commit to fund (or arrange funding) for technical 
assistance for a period of approximately three ye= to work with the 
local NCOs and community p u p s  to develop a plm a charterr, an 
administrative structure, and a bard of directors for the endowment- 
Perhaps this TA might cost $750,000. The source of the TA would like1y 
involve professionals experienced in working with local PV05/h'COs, 
from the US. foundation commlznity, and dsc from the internatisral 
community of NGOs concerned with a broad spectruart of environmental 
issues. 

v. AID and the national goverment could under the terms of the NPA or 
subsequent agreements require that certain program areas, e.g. those 
which are priorities in the NEAk be given primary attention. Howevet 
such restriction need to be broadly sketched so ar not to constrain the 
latitude of the new foundation's board to develop its own approaches 
and goals The new foundation should be able to accept donations to its 
endowment eithzr in foreign exchange or local currency to extend and 
enhance its program. Host country tax law may need review and reform 
to encourage this fund raising as the potential to raise additional funds 
serves as a powerful incentiw to maintain the Mghest standards of 
accounting and adrslinisbative control. 

D.4. Use cf direct s a n t  
Other approaches which combine aspects of the debt-for-nature swap and NPA 

conditionality are possible. 'Irhe variety k limited only by &e creativity and openness 
of the process of negotiations between AID and the host government. In the 
Philippines, the A D  mission developed a hybrid approach The endowed-foundation 
was set up under the terms of a large ( - $ ~ 2 5 , o O O I ~ )  NPA. Howeve& instead of the 
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money coming from the Philippine government. AID earmarked S5,000,W2r 
funding a deb!-for-nature swap as the way af moving local currency intoae new. * 

fou~~dation's endowment. 
?he A D  mission, the Government of the Phitippines and two consortia of local 

Philippines NGOs agreed on a process by which a board of directon dominated by 
local nongowrmenta: leaders would be selected as the governing structure for the 
endowtnent. The funds for this endowment arc to be generated rimugh a "debt-for- 
nature" swap rc be carried out by a U.S. NGO -the World Wildlife Fund m). Au 
parties have agreed that WWF will eventually turn over management of the 
endowment funds to the board once the administrative structure capable of managing 
the endowment, its assets and pant making eperations, has matured. 

The Philippine experience offers lessons about how a process involving XI equd 
say for the local NGO community can be started anc conducted. This case exampk 
combines aspects of an hTA with the h-aditional debt-for-nature swap. The money will 
be moved via a US. K O ,  but the swap kill be linked to an NPA palicy reform 
program which does address some of the policy (and regulatory) questions 
surrounding the activities of the nonprofit sector. Because it happened first, the 
Philippines oifers a transitional example which has led to the Madagascar case. In 
Madasascar, AID is making the first use of the SPA mechanism to fund an endowment 1 
to encourage the host government to ins!ihk reforms which will support the aims and 
operations of the endowed foundation. 

E. Options for the process of setting up an endowment [colurrut E) 
'I liere arc tlrrw piirlciyal ratc-gurj~5 of is sat-^ which must be addressed in the 

process of setting up an endowment whether the  approach js via a U.S. NGO or 
through a process more controlled by local NGO(s). These areas are: manpower, 
finasxes, aild regidation, wMch$ broadly defined, define h e  milieu in which an 
endowed foundation will function These three areas are used as categoeeshr - . 
recomnxndations in a later section ,.I -. 

This section identifies and oiiscusses concerns which are likely to arise in the 
course of de5igr;ir.g an endowed foundation whether locai currencies derive fram a 
debt-for-mture swap or via a NPA gr+t through action of the host government 
Many of these concerns are traditional ones which every institution building pmjed 
must adctress. These famiiiar issues include: draining available human resources from 
other critical eif01-I.S; setting up reliable, but not burdensome accounting procedures; 
minimizing rivalries within the nonprofit sebor, etc. 

Other issues which wit1 differ in their importance for different process choices 
are: conflict between international and local NGOs on leadership; fear of a decrease in 
foreign aid donations iF. general and for Africa specifically; and, the struggle for more 
democracy. 

. I  T h e  role of government 
Early in the process of design the host government's commitment to the need 

for an endowed foundation must be obtained. If a mission can get a solid expression of 
support, then an early effort should be m d e  to review nationd law and regulation 
governing the nonprofit sector The goal of this review is to define as clearly as 
possible what the current regulatory m d  legal kamework is as well as how influentid 
this framework is on the z c t d  actjvltirzs of Ixal NGOs and community groups. If this 
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framework is influential and would likely limit activities of the endowed foundation or 
its anticipated community of NGO grantees, then reforms will be needed 

- Ihe dorms might address a serjes of issues which arise out of the operations of 
nmprofits, including endowments. The review should ~cplore a s p a  of the current 
and desired relationship between nonprofits, including endowed foundations and 
other institutions, and the government. Most national gwemen t s  will have definite, 
but not necessarily clearly dedared, views on which types of activities and aye of 
issues they find acceptable for nunprofits An endowed foundation is a special type of 
nonprofit distinyished by the fact that it holds assets and is expected lo manage those 
assets in N C ~  a fashion so as to be able to provide a steady and increasing amount d 
grant money ts its target beneficiaries. 

II An important key lo success is the development of laws and regdations which 
exempt the endowed foundation from paying taxer on its income from investment of 
its assets. Perhaps the most straightforward approach would be for govermlents to 
provide endowments, by a special agreement with taw exemption on earned income in 
rehun for oversight by an agency of the host government 

Other possible tax amptiom might be of we. These include taxes on 
transactions, property, sales, and. imported gm& among others. The decision as to 
what kinds of tax exemptions wodd be given to the endcwed foundation need to be 
determined on a case by rase basis in each county. The recommendations section 
sugge5ts optio,?~. 

A second area of tax issues relates to laws which regulate giftr from local 
corporations and penow of wealth In many countries, it majr be feasible to establish 
tax deductions which encourage domestic corporations and individuals as well as 
foreign comganies operating in the host country to make gifts to the endowment, 

National governments and foundation organizers need to agree on explicit 
statements of activities which a foundation can support and which it m o t  btamples 
of likely prohi'bited activities include: political, connericd, and religious. 

If it is determined that there is a need for reform, then AID should be prepared 
as either part of the natural resources NPA or via follow-on technical assistance to work 
with the host government to develop a reform agenda. This agenda needs to avoid 
simply copying US. or any other developed country ta* and regulatory framework, 
but rather tailor recommendations to the specific conditions of each country. 

EZ The role of donors 
An endowed foundation has the potential to rake money for its purposes and 

for increasing its capital assets kern a wide variety of s u m s .  These indude: other aid 
a encies; the multilateral development banks (MIX%); the Global Envixament Facility 
(~EF')  multinational corporations; local corporatiow; individuals of wealth; direct 
solicitaticn from concerned citizens of their own nuntry as well as of First World 

. co~~'ltries; etc. The potential of such endowments to raise funds in s ~ c h  a wide variety 
of ways has several important imptiwtionr One change is isto provide a vehicle, which 
is missing in m~?y countries, to raise money hnm the local private sqstor. Another is to 
provide a broker-like service for matching firnders from inside and outside a country- 
h all cases the value lies in that the endowed foundation does nct carry out projects, 
but rather funds groups which do. -. - 

One example will illustrate how important having such a fund raising capability 
can become. If in a country with significant earnings from in:emational tourism, an 
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endowed foundation were io develop over time lists of tourists, these lists might yield 
sigriificant a ~ m l  income from contributiow in response to a direct mailing, much in 
same manner dired mail solicilaiions yield substantial income for U.S. non-profits. 
Further, such lists, which r ight  be formalized as an organimticn of foreim '*Friends of 
hiatwe of Country Y/ could become a market ouhet for a carefully chosen set of 
"green" products produced by cooperatives or NGO assisted local communities or 
even fledgling businesses. 
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PART HI-CHOfCES: WHAT KIND OF ENDOWMENT 

seceion offers mcommendations for missions in choosing options, deciding 
on a structure for an endowment, and pmviding tecihnicd assistance for designing a 
new institution if hat is the option of choice* In effect the act of sh~~rdng a design is a 
part of the matia process Lrawing a line between the process of settling on a design 
and the process of setting up the hedndowment is arbitrary. BEspedy if the goal is 
setting up a new institution as an endowed foundatio~ tRen partitipation in the 
discussion of options is key to the new institution's accluiring a mandate from the 
nongovernmental community, including both iocal NG'& and i ~ d  community pups- 

Any proposed approach to establishing an endowment will require that a 
number of groups be hvofved a d  become adue supporters of the effort. An 
endowment carnot be designed in bolation from these groups and their eirtemt in 
how the design is done, how the board is selected, and what the ultimate iwtitutiun can 
and cannot do. These groups are: the hob! government, the local NGO community, the 
foreign donor commtfnity, and the locat private sector. 

Other groups miy have roles depending m the option chosen These others 
include: foreign N G a ,  multinational corporations, and U.S, p ~ h t h m p i c  foundations. 
Ihe mommendations of this section are organized according to how the endowment 
(and a new institution) relates at all stager of its development to these p u p a  

Tsble II raises discussion pints to guide the choice among option desnibed in 
the previous part of these "Guidelines." Major groups participating in the design 
dixuaion are listed along the left side of the table, and fhe areas of concern are listed 
anms the top of the table. Each box raises iUushative issues which should be 
considered as part of the design process. The following sections d*cw briefly tk 
questions and issues contained in each box of Table II. 

Peop1c: Human resource development and manpower allocation have been 
traditional concerns of AID and other donors. h most countries the lack of skilled 
persons limits the growth of new institutions. Even in situations where the number of 
skilled persons is sufficient, &en the need for advanced training, whether degree or 
non-degreeI limits the pace of development. 

Money: Maintaining adequate acmuntability for project management presmts 
constant worries. There is a tension between the need to haw enough flsa%ilip to 
pursue creative ideas and the need to have reEab1e systems for accomtabitity. The 
discussion of this section emphasize imuvations which have incentives built in to 
establish and maintain accottnbbiIity 

G ~ v r m c c  Endowments are operated within a framework of d e s  which aR 
set by donors or contributors of gifts, the host government and the charter of the 
endowed institution The key feature which disZinguishes an endowed foundation and 
allows, ovm requires, it to behave in ways which are unlike traditional NGOs or other 
- . . - - . . 
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public sector instituiloils is its ability to chmge its own rules, negotiate r e s t r i c t i ~ ~  with 
dmors, and advocate rgiorm of natiojml p b c y  

3 

h u e s  to consider when designing an endowment 

Donors 

'People 

Wirl a new, 
endowed 
foundation &ah 
skills from 
government? 

How can locax 
groups participate 
effectively irk the 
formation of an 
endowment? 

- 

What are the best 
ways to provide 
technical assistance 
2s free of bias as 
possible? 

Mmey 
II 

Will an endowment 
need a special 
agreement with the 
government to 
avoid taxes on 
earnings of its 
investments? 

How can local 
goups participate 
in grant making, 
monitoring and 
evaluation? 

What are the 
requirements for 
documentation of 
the use af funds? 

Governance 

What oversight 
does. the 
government halre 
on use of 
endowment funds? 

Haw can the 
endowment set an 
example for 
transparency? 

What policy should 
guide restrictions on 
gift§? 

The issue raised in this table are arranged by groups (listed along the left side) which 
have important roles to play and by areas of concern (listed across the top). +. 

3.1. The endowment's relation to govement 
Missions should t>e careful to avoid draining off critical skills and talent from 

ongoing and critical government p r o p  as well as already established NGO 
activities and projects. Desi teams should be instructed to just* salary levels and 
number of professional staf i?' in the context of prevailing rates and shortages of 
rnmpowe If an endawed foundation is set up as part of an NPAI then it is possible 
that the issue of civil service salaries would be a subject of analysis asparb of the M A  
reform agendz. 

A critical aspect of the relatiomhip between m endowed foundation and the 
host government is the tia: status of earnings which an endowed foundation receives 
on investments. In some countries it m y  be possible to use the NPA policy reform X 

process to create a more favorable tax climate for aU types of endowed institutions. 
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b h t i 0 ~ 1  go~*emmcnts which are persuaded of the value of a strong and creative 
nonprofit sector should be willing to consider broad and clear guidelines for the 
income earning and other activities which they will allow endowed institutions to 
engage. In others the tax arrangement may have to be negotiated on a c a ~  by case 
basis. 

8.3. An endwed iwtitutionrs relation to foreign donors 
Forei donors wiU have an important d e  to pby in the affairs of an endowed 

foundation Krn the beginning and continuing for some t ime Most critically they 
should pmvide technical assistance FA) to help establish an endowed fo&&tion The 
key point to consider in identifying appropriate c o w u l t a  is to mphasize the 
institution building aspects of the work rather than particular environmental issues and 
the technical skills which those issues require The purpose of ?he TA is is tohelp set up 
an endowed foundation which serves the NCO cornunity and Pd c o r n ~ e s  both 
as a source of h d s  as well as a mirror of their concern and priorities. 

After establishment, an endowed foundation must have prwedu~s for 
management and accounting of bun& which satisfy the requirements of potentid 
dams. R may well 'be worth wfaile during the mIy TA to @ore options for 
satisfying these requirements in ways which do not overly burden an endowed 
foundation% administrative capability. 

Another area of contention between potential donors and an endowed 
foundation is the desire of donors to put :estrieEms on gifts, The &y TA should 
scarnine options for a dear poticy on gift rest.rictiom so that the potentid foP ah- 
confkicts is mhhnkedt Among the policy options are: limiting the He of restrictions; 
limiting the percentage of a gift which can be restricted; limiting the typa of 
mbictio~s: and, pushing donors to focus on the process of funding atha thsn the 
subject arras to be funded. 
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One approach to incorporation of the local privaie sector is to seek out local 
business persons who are manifestly dedicated to environmental issues and recruit 
them for the b a r d  of directors of endclwed f m r ~ 1 c k E ~ ~ .  L m A  ~LISL~SSPS in 
countries with well developed private sectors can become contributors to an endowed 
foundation how eve^ if this is to become a major source of funding for an endowed 
foundation, then national tax law will need to be changed to provide an incentive for 
such charitable gking. Such review could be a part of the TA leading to the 
establiskunent of an endowed foundation 

No matter which option chosen for an endowment, the charter of an endowed 
institution can &!ow a varietv of ways tc help the private sector become more 
supportive of naticnal envir&mental efforts. M a y  of these ways paraUel how US. 
foundations work with he private sector, but many are stso different An effort 0 find 
or set up precise analogs should be avoided; however, because of complicated 
interactions between non-profit and for-profit private oganization~ in the U S  Some 
examples are: su~pori for research and development feasib'ity study support; 
program rekited ed?vvestment; no-interest loans; and, endorsements for marketing 
arrangements . 

African countries vary greatly in the vibrancy and depth of private 
entrepreneurship. Thus a strategy to help local green business must be tailored to local 
~ m d i B ~ r ~ .  In a country with a strong private ssctoo the provision of a limited amount 
of credit +may begin to stimulate business interest h countries with nascent private 
-on, there may be justification fur committing substantid resources to feasibility 
studies. In either situation an endowed fumda';iun cudd provide more than token 
support for the private sectors.. 

The private sector can become an inportant vehicle for tacWing envkomentd 
problems if an endowed foundation has progams which enable it to innuence how 
local private capital investment flows. Without such influence an endowment would 
mizs an important detesminztnts of natural resource use which is defined by thp 
cdecaive busirness decisions of a wide variety of for-profit activities- 

C. Choice of technical assistance for the design process 
Whatever optior, ihmenI missions will have to commit to a substa~tid mount  of 

tetkiical assistance at all stages. Howws the sequence df the TA required differs with 
the option. h addition requirements for mission oversight, both management and 

. admitlistrative backstopping vary in timing. 
If missions rak the initid decision to consider an endowment, .then the choice 

of options is a crudd step which will set the process on fundamentally different paths 
which have imptications for what kind of endowment is eventually set up. Therefore, 
missions may weU seek help from consultants in making that choice. The consultants 
which missions select for this early exploratory work should be as free as passible from 
conflicts of interest. One conflict might come horn retaining an NGO which is in the 
business of arranging debt-for-nature swaps for h e  initial work of chatacterizing and 

I 
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Y m i ~ b  can avoid the appearance d con%ct of interest they will find that 
obtaining the suppofl of the local NGO c u m h t y  will be much easier, because the l d  
N W  community will more likely feel &ahat they are on an equal footing with foreign 
NGOs at the beghh of the process of estabdishent. Maintaining this favorable 
dimate r u s t  be one o f the prime repomib%tics of the consultants the mission hires for 
(he second phase, which is helping to negotiate an agreement with the p f ~ m e n L  
This step mark the beginning of the creation processr which is  descrikd in the 
40lbwing pah 

C 
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A. A proposed sequence with technicdl assistance 
This section dismsses a sequence of activities or steps leading tc the creation of a 
folmdation board, the funding of an endowment for the foundation, and the hi* of 
stag for overseeing the assets and administering a ganfs program. 'This sequence 
varies ody slightly hum the reeommendatims of a report to USAD/Madagascar of 12 
October 1992 by Wedthedy and Gibson (see references). It takes as its starting paint 
the original propSal of the hTFEh4 Nonproject Assistance Agree~ent for an endowed 
foundation by Weatherly (see references). At the moment, the interested parties, which 
M u d e  the Government of Madagascar (GUM), the Malagasy comMtp-' of 
nonpvemental  organizations (NGOs), and USAIDlMadagascar are considering a 
simiiar sequence as a startirg point for discussions leading to an agreement of timing 
rtrspmibili ties, and gods. 

The process of creating a foundation s t a N  with an agreement among the interested 
parties on how to obtain the broadest possible participation If an NGO consortia 
exis4 then this organization might take the lead in promoting discussion among the 
NGO community a d  local mmur j ty  groups on the foundation concept and possible 
ways to go about its creation ?lie following sequence seeks to spur discussion within 
the NGO conununity, local commmq goups, the government, the mission and other 
donors. Madegascar several Malagasy NGO consortia, kc1uding Caweil Mdga&e 
dts ONG p u r l e  Developpment et SEnviroment (CUMODE) and Assodation 
Nationale d'Actions Enviro~ementales (ANAE), may possiby have a role in managing 

STEP 1: Secure ageement on the NGO mIe 
An initial agreement to explore creating a foundation should be between the national 
government and A D ,  or another donor. However, if a foundation seeks to claim a 
stahts as an indigenous nongowmmental htitution, then the Fvst concrete proposal 
for a way to mate the foundation would more appropriately come froE the Eod NGO 
community or jointly from a meeting of representatives of that community and USm. 
Out of such a meeting should come an agreement on the sequence of steps to create a 
foundation In other words, to have a valid shim of origin fTom within local sodety, 
this initiating proposal. should have a strong- identification with constituent and 
commulzity based NCOs. 
Such an agreement should cover either the foUowing sequence or mother comparable 
sequence. Tiis agreement should cover the first two or three steps described below in 
detail with subsequent steps only characterized in broad terms. However, the 
partidpants should thoroughly work out the fur agreeing on these details. It k 
important to consider the following sequence as a "straw man" for the purposes of 

- discussion. 

SEf 2 Form organizing commiEeq sded board 
If local NGO consortia decide to play a leadership role ir. sening up the foundation 
creation process, then a goup or p u p s  of local NGOs mi ht start by proposing a way f to govern the process. Assuming that they propose some om of orpnizing 
comaittee, the question becomes how to set i t  up. One idea calls for local p u p s  to 
propose six persons of stature as candidates for the organking conunjttee, possibly 
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chosen from members of various NCOs who have reputations as being dedicated to 
environmental concerns, broad social equity gmkI community development, or some 
other worihy aim. USAID, in conjunction with che national government, could then 
select three of ihme propused as members of the committee. 

STEP 3: Retain interim coordinator 
The organizing committee would ha& the respor(sibility of finding an interim 
coordinato~ Several considerations argue strongly that this person should be a ld 
dtireh A foreign interim coordinator would project the image of foreign donor driven 
and mated foundation. On the other hand, a local person would be more likely to 
understand local political currents, both h i d e  md outside the NGO community. 
The mission may or may not parkipate in the ~Iec t im of the interim coordhtbr, 
depending on the terms of the initid agreement. If the mission funds the interim 
coordinator, tihen the mission may want a say in Wing this position On the other 
han4 s k d d  the organizing committee use other funds, then the mission m y  not h a w  
d Say. 

The orgmking comrnittee wudu neadjupport for its expensesr the costs of the interim 
cocrdinatoq and the costs of regional meetings, newsletters, media outreach etc. The 
organizing effort would need gant support, which the o m g  committee could 
seek from another donor, or a US. foundation, to cover its expenses, the cast of the 
interim coordinator, and perhaps the costs of broad partiaption in the foundation's 
matioh Having s ~ c h  I grant would giw the local NGO community a df but 
perhaps mad measure of brdependence as it works with the mission during the 
meation process. 
The interim cwrdi~tor area of responsib'rlity would include promoting participation 
in the creation process; staffing the work of the orpizing committee; issuing 
nws3ettem; promoting public discussion of the foundatio~ and interfacing with AD- 
supplied tethrpicaf assistance. Iln most African countries, radio, and to a lessor extent 
tdwisi- serve as the media of choice in reaching the widest possible audience. 
The interim coordinator would likely cease hls or her work before the organizing 
comrnittee transfers maria emen! to the bid. h this scenario, a technical assistance 
gant grsduaUy assumes t f e  costs of continuing activities of the interim coordinator. An 
alternative xmario could call for the interim cmrdinator to continue until the board is 
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Subsequent activity cannot begin until the interim coordinator is in place. Furthermore, 
the interim coordi&iior wauld need time to plan and.initiate the adivities for which he 
or she is respmible. For example, the first regional meeting cwld take approximalely 
sixty days toplan. 
The interim coordinator ?vouki need to create a data base of LCGs, N G a ,  their 
leaders, and prominent members if such a base, possibly as part of a National 
€nviron.mental Action Plan (NEAPj, has not already been created. Such a data base 
would prove immediately usehi for mailings, such as amouncemenb and newsletters, 
but could later serve as a membership ibt, if the foundation decides that it will have a 
membership base (as the Foundation for the Philippine Environment). Still later, a data 
base could help build a communi~ of NGO peers, which would be useful in the 
evaluation of grant proposals, the reviewing of grantee performance, etc. 

STEP 4: Hold regional meetings of NGOs 
During the first year of work, a key goal is broadening the participation in the creation 
proce~s. The organizers could hold a ser5es of regional meetings in which they present 
the foundation concept and solicit the ideas of local groups and communities. Issuing 
newsletters in local languages (plus either French, English, or Portuguese) as well as the 
publication of articles in newspapers would help this process. It seems most effient if 
the interim coordinator, with oversight of the organizing committee, manages this 
participation process. 

STEP 5: Provide Technical Assistance 
The missions, either by itself or in partnership with other donors, should dedare its 
wi!linpess to provide both Iong tern and short term technical assistance to support 
the process of foundation neation.. This section discusses the timing of this te~hdcal 
assistance and its relationship to other elements of the foundation creation plah 
The technical asektance mi-ght sup~ly one long term, eighteen months or more, pemn 
who should either serve as the interim coordinator or work closely with the interim 
~ ~ r d i n a t o ~  Under one option the technical assistance could pay the interim 
coordinato~ Under another option, the interim coordinator would continue to be 
paid by whatever funding sources were used to hire the irtteh coordinator in the first 
place. 

A third option exists. If the technical assistance indudes the role of the interim 
coordinator, then the selection of the interim coordinator could occur via a process 
involving the participation of the organizing committee. In other words, the 
organizing rumminee could haw an equal vote in evaluating the qualifications of 
proposals to the mission for supplyinkg the technical assistance. Under this option the 
activities of the interim coordinator could not begin until the technical assistance is in 

. place. This scemrio argues for advancing the process of putting out the scope of work 
of the teclmjcaf assistance for bids. To do so wodd delay the start of the efforts to 
build public participation and shorten the time available for a thom~@~ review and 
discussior, of the charter and bylaws- 

STEP 6 Prepare Charter and B y l w s  
At a p i n t  approximately midway through step 3 (holding regional meetings) the 
pocess of drafting a charter and bylaws should begin. This process will require 

L 
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sWfully interweaving two different sources of idem and constrain&. The first source 
represents technical expertise, which would come e uaIly from outside as well as from 
inside the country. Such expatise includes tinancia 9 advice and planning, legal advice, 
administrative structure and procedures, and the experience of other foundatiwm. The 
second source represents the results of public diswsions which involve as many 
different local groups and communities as possible. AU sources of ideas need to be 
meIded into a coherent whde. 

The organiz'mg committee should supervise the interim coordinator and the technical 
assistance in the drafti y process. Thb process aims to write a charter and bylaws 
acceptable to all entities, including LCGs, the focal mmnlunity of NGOs, fo~eign donors, 
and the national govemmenk 

Organizers should allow one year for this process to be certain to tap all sources d 
ideas and technical howledge and to allow for time for reflectioa After reaching 
tomemus, selecting a board, and adopting the charter, the organizers submit the . 
charter and bylaws to the gowmment to secure recognition of the foundation as a 
nunprofit entity under national law. 

STEP E Review options to xumge assets 

Tiae organking cornmi& need5 to examine all options for managing the fomdationk 
assets. A subsequent section of this re,aort offers a series of options, d-% their 
pros and cons and makes  omme mend at ions for their further evaluation This analysh 
should continue after the board is in place to allow the new board the oppx2ur6ty to 
exhaust all questions and altemtivs. Once the new board chooses an asset 
management plan, a continuing need would s j s t  for ~~ advice which the board 
can obtain via a retainer contract with a local firm backed up by an international firm. 

STEP 8: Register endowment; transfer assets 
Once in place, the new board would proceed to make a formal request to the 
g o v e r n a t  for registration as a nonprofit assodation lhis registration may k\&e 
negotiating specid privileges for the foundation, incf.udin& but not limited to, tax 
reductions on earnings and imports, tra incentives for donations from local private 
individuals and corporations, etc. This process may take as long as three or four 
months. If the organizers chow to register the foundation as an association of public 
interest, this process could lalre much longer. After a foundation completes the next 
step, the national government can transfer the fmt tranche of assets. 

The transfer of funds m o t  take place until all previous steps are either complete or in 
place. I f  during the early steps, it becomes apparent that delays would prevent 
meeting a target date for fund transfer, then organizers must revise plans and budgets 
to accommodate the extra t ime needed. 

STEP % Hire staff, plan pmgram &make first grant 
In advance of the first gant the board needs to begin to r e d t  staff and work with 
local p u p s  to @an the first grants program. This pmcess can tale h m  six to eight 
mmths or iongec Staft activities would require funding for three to five months of 
staff work required in advance of the h t  tranche. A follow-on grarit from the same 
source as the first grant could meet thjs need. 
The p m e a  of determining the shape, approach and priorities of the first gant  
programs will present the foundation with the first test of its ability to h & o n  in 
accord with the lofty gals set for i t  'Ihe grants program must be at the heart of the 
-- 
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rationale which started the whole procss. From that point until now the subject of 
how, who and why grants are to be used far what ben& and purpose is at the core of 
all discussions. Hence# n.lissiom are baa advised to facilitate these disc~~ssion~ with 
suggeslions alcng the lines of the following. 

* there should be explicit criteria for grant eligibility 
a the process of arriving at criteria, quotas, etc, should be tmwparent 

t k r e  should be dear and simple guiddines for pmposals, the review 
process, nonito~g,  reporting etc. 

* the board should review pmposals rapidly 
a there should be programs which assist illiterate and inexperienced LCGs 

and NGCk in writing proposals an.d administering grants 
* there should be an aggressive media campaign to build awareness of the 

foundation's purpose and activities 
the foundation's staff should keep exemplary records and conduct all 

work in a transparent fashion 
* there shotild be explicit proced?ues for identifying and addressing 

conflicts of interest 

A .  Supplying te:&~Gcal assistance for the establishment process 
For the foundation to succeed, its form, programs and priorities all must grow out of a 
process substantially under local controL Thus an overall recommendation d l s  for 
paying careful attention to the type of organization, whether nonprofit or for profit, 
contracted to supply the technical assistance so that the principle of local control is not 
compromised. 

While creating a functioning endo-meni serves as a the overau god of the technicd 
assistance, a key strategy towards achieving this goal is assisting the local community of 
NGUs in their process of creation-rather than creating an institution and turning it 
over to local management at the end of the creation process. Thus the technical 
assistance needs to be provided in such a way as to minimize an "American" hprint. 
Pm~ding technical assistance in a way-which avoids branding the resulting 
endowment as a ZIS. creation has two real benefits. Local society wiU feel a greater 
ownership of the resulting institution and other donors, both bilateral and mdlihteralt 
would be more likely to provide funds for further institutional and program 
development and/or the foundation's endowment 
A USAID mission, or any other donor, needs aiso to minimize, for the same set of 
reasons, dowing the t e c M d  assistance to put an imprint on the endowmenL When 
drafting a Request for ~ro+sal @FP) for tech~cal  assistance, a donor should pay 
careful attention to not only the t e r n  of reference for the specific types of technical 
assistance requested and the experience profile of the individuals sought, but ako to 

- fhg "charactern of the institution or firm which would provide the technical assistance. 
For example, an international NGO with a specific agenda necessarily b ~ g s  baggage 
of p ~ b k  $leKt2pti0h 

One wway to avoid a reputation of being overly influenced by developed country 
donors and international NCOs would be to b f  Id, from the start, a network of 
cooperative relationships between the endowment and similar institutions in other 
dweloping countries. For example the Interim Coordinator could be sent to the 
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Philippines to study the Philippine Foundation fur the kvironment, or to Mozambique 
to learn about the effort, supported by US. foundations, to build up a foundation 
oriented to commu:~ity development 

Ar? effectiv~. technical assistance plan requires a combination of local and foreign 
technical expertise The technical assistance serves a dual purpose: to assist the creation 
of the endowmentlfoundation; and to ' *ild up local capacity to manage the 
foundation's affairs. This capacity musi d u d e  both expertise within the foundation 
and available to it to from other local cor .dting firmst accountants, lawyers, financial 
advisors, etc. Therefore the technical assistance strategy should pair local expertise and 
foreign expertise whenever possible. 
As several endowments in different countries begin to take shape, there may be an 
opportunity tc form a network for sharing experiences. Such a network could make 
available key persons from one cozmtty to another for the purpose of helping supply 
technical assistance. If the network idea grows, then it may be worth considering using 
the network as a vehicle for all of technical exuertise. In essence the network 
could function as a kind of secr&iat for promotink cooperation among developing 
country foundation and for building up a body of experience and expertise needed by . 
foundation pioneers. 
A kchnlcal assistare secret~ia<if  it were under substantial contrd of the emaging 
community of fmdations, could prwide a buffer protecting foundation organizers 
from donor pressure and manipulation. It could also provide a c h m l  for multidonor 
support of the creation process. kdy ,  it could provide an agenda-neutral source of 
technical assistance. 

1 IS.. Recommendations for asset management 
The following list, not necessarily in order of importance, s u m =  key 
recommendations for an approach to asset management These are drawn h m  a 
report to USAID/Madagascar by WeatherIy and Gibson (see references). 

B.1. Develop a realistic asset management plan 
A plan should provide a level of hmcia1 support from endowment income adequate 
for the anticipated expenses of staff adrinistra~ion and programs. This p h  must 
address a range of bsues including expkdt strategies for rnanagihlg the investment 
risks, ratios of liquidity needed to prwide security for both staff and grantees, 
whether to permit invasion of the endowment and if so under what c irmbnces ,  and 
acplidt fundraising targets to maintain the endowment's vdue. The plan shodd 
corsider worst case scenasios, 

8.2, EshbLish a core endowment free crf donor restricltions. 
Despite the desire of many donorj to restrict the use of their @s to 'a f ~ ~ n d a t i ~ n ,  a 
fuundatior; will need to seek, and set apart in a separate account, irrevocable 

. contributions. This account will provide the foundation with an unrestricted, internal 
funding source. These core funds will give the foundation signtficant leverage in 
negotiating with other donors on joint programs. 

1 8.3. Establish "subacco~mts" for restricted gifts. 
Many donors will limit the use of their 'fts to such specific purposes as management of 
a parficular national park, promotion o ff public awareness about soil conservation, Qr 
women's role in sustainable agriculture. In addition, some donors may specify certain 
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reporting requiren~ents for their contribution In these cases, a foundation should 
create subaccounts with explicit pro\+sions to address the donors' restrictions. These 
pmvisions may include clauses allowinfi t ! e  donor to suspend or cancel the gift in cases 
of misnmnagement or maleficence and receive the remaining babnce. 

While the international donor community will probably contribute the majority of 
funds, a foundation will need to develop alternative funding sources should donors ntt  
bask their support. lVurewa, such a strategy would help promote self-sufficiency. 
While some foundations may raise funds from private citizens and local businesses, a 
more likely source lies in partnership with government. For example, a government 
could dedicate user fees at a national park or special tourist taxes to the foundation. A 
government could also make an in-End contribution of its civil servants or other 
resources to the foundation. If a foun&tion uses such sources, however, a 
government's influexe on the foundation would acpand-perhaps at the apeme of 
NGOs and LCGs. Donors should also consider a country's opportunity cost in nat Wly 
exploiting jts natural resowceS--On which the donor community m y  place a premium 
because of those resources' perceived vdue to the globaI coinmunity of nations. 

85. Adopt an asset &anagement plan before establishment 
A foundation's charter should describe the foundation's assets and their origin Such a 
plan should project other sources of support,. which could indude: bilateral and 
multilateral contributions, charitable donaticm, bequests and legacies, government 
grants, fbunddation grants, tax revenue and user fees, membership fees, dues and 
assessm,ents, a d  investment income. The p h  should speafy what percent of total 
suppod will come from various zources and the type of fundraising activities 
contemplated. The plan might, for ewample, set a specific Lnit on the portion of amud 
budget devoted to administrative Bcpense or have a minimum devoted to trafning. 

On the basis of this plan, anticipated staff expense and initial programs, the foundation 
oqganizers shodd determine the miilimum endowment ne~Pssary to justify the expense 
and effort of creating a foundation. Experience, limited to the few efforts which have 
already begun gant making indicates that $4 million represents a minimum amount to 
commence operations with a short term goal of reaching approdmately $10 million so 
as to provide a sense of stab'ity. Of course, for the foundation to be truly effective and 
to achieve a stature approaching that of established donors would rquire a much 
larger endowment. 

B.6. Establish n board h c e  committee, 
As an early act, a foundation's board should establish a finance committee. lhis 
committee would set investment policy, retain investment managers, oversee 
investment managers, hire outside auditors, review audit reports and prepare budgets, 
long range plans and annual fiscal reports. The investment policy should identify 
objectives, funding needs, and tolerable risk Conventional wisdom suggests that the 
policy seek long term investments, strive for stable income which will support slowly 
growirrg funding needs, try to preserve the real value of capital, and em~hasize 
coflsen?a&iw invesbnents of lower risk Highly unstable economies,3o&ver, may 
necasitate other policies. In any case, diversification of investments represents a g o d  
strategy. 'Ihe fimnce committee will have to determine the best asset mixes that offer 
the highest return for the risk that the foundation can tolerate. 
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B.7. Xrcfinc an explicit conflict dintemst 
A foundation's board of directors should fully disdose their financial interest and 
refrain from dixwing and voting on investmm decisions which could &fed their 
interests or the inter=& of their f d i e s  and business associates. The &RC~QKS should 
set sin6lar policy for contracts a d  procurements. 

B.8. Retain ourside investment manrgers. 
Choosing an investment manager will be an early important board dedsion At the 
same time, the board needs to set dear procedure fur oversight of the manager's work 
For example, the board or the finance mmpnittee may want to reserve the right to 
approve any investn~ent decision above a certain mountt but aUow the outside 
manager to shift assets within dearly defined linits. 

C. Recommendations about govemce of an endowment 
No matter how czrefully crafted, an endowed foundatiods prospects rest upcn 

the character of the organizers and board members. Attracting these persons requires 
that the foundation nut only offer the promise of creativity, but also th? security of fair, 
realistic, and effective governance. T h e  way the foundation governs its own affairs, 
how the national government eiercises oversight, and how donors influence 
foundation activities all contribute to the framework of a governance. Tbgether this 
frameworkof governance and the character of the foundation's staff and b m d  
members lay che foundation for the growth aw t ime of a foundation ethos. 

Over time funders will be able to see clearly if this ethos has maturedL The 
indicators can be determined dearly One 8p of rnaturit)' is if the foundation's 
structure and procedures promote honest appraisal of priorities and prop&. 
Another is if the board members break out of their personal "web of obligationt* to 
support agendas and programs which address interests beyond their cwh 

While the ultimate responsibility for fair and effective governance rests with the 
foundation organizers and administrators, missions m y  tak steps 'to encourageF or at 
least not discourage, the growth of good governance. Missions shodd help strike a 
balance between the strictness of proseduns on the one hand and the f i e d m  of 
majority decision making on the other. - The following suggestions are intended to raise 
issues which should be examined in the light of the need to find this balance. These 
suggestions are lar ely dawn horn the legal d o n  of "Review and Additions to the 
Guidelines" [see re f erences]. Note that this document contains a deM& discussion of 
legal issues as well as draft model documents for a foundation charter and bylaws. 
Missions which wish to undertake a process to create a foundation should request a 
copy from the ARfS/FAM/NR office of the f i c a  Bureau. 

Avoid drafting new national lam, rather seek a specid agreement with the 
national government (reflected in the charter and bylaws) to write down the d w  by 
which the gavement oversees the foundation 
e Government power to regulate foundatiorr affairs should be explicit, e.g. that the 
use of grant money conforms to national law. 

The foundation should maintain a tram went record of aU actions, including 
agreements with governmental agencies and onom-there should be no secret files or 
reports. 

B 
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m A g c e  in advance of fundi~g iZhe snbowrnent by what process and by whom can 
questions be raised about foundaticn activities and by what pmrea the f o id t ion  
be dissolved and how wodd if asseb be redirected. 

O Retain focal kgd counsel h assist in drafting the charter and bylaws. 
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ANNEX 1: POlNTS RAISED A T  THE 'I DECEMBER COLLOQUIUM 

lFoundution cotfsuhntj: The kq, test of an endowment, tike a democracy, comes 
when it is-time to make a change in leadership [of the bard]. US W O  reprsenhtive 
before that test, the ertdownzent needs to develop a track record during a US P W  
rep-htive pilot phase during which it is possible for AID to 'pd  the plug'." 
WGQ cotlsuIia~zt): "AID needs tb admit that it is not good at working in the fidd and 
getting to know the muttry. Therefore AID needs to start by considering cxeMy 
what [local] organization can work effectively to set up an endowment and how AID 
best can support this organization's workn 

(AID Q J ~ ) :  "There should be a definite point, which is kno? to all, at which AID 
decides yes or no on an endowment* 

(&3~n&ikm reprsenfdiue): "AID should factor in other interests [donors, f d  p u p s ]  
before going ahead. AID should take time to develop a partnership effort before 
taking steps which commit the creation process to a limited range of designs." 
CNCO cmlsultnnt): "AID must face the f&t that Africa is in a state of political flux and 
that creating a perpetual institution could skew the deve1opment of civil society into a 
particular direction. For example basing the endowment on the NEAP may constrain 
dl and political dewlopment because the NEAP [whose priaritie were arrived at 
with little local participation] in effect co-ops local NGW 
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@hindation co~~sultnnt]: "The chmnology of the development of a foundation giwn in 
the papers is a cause for concern because i: seems that the last step. grantmaking is too 
glibly appended as a afterthought. The p m s s  of developing a grant making 
capabitity is ;: US PVO reprsentative haul, and the process of making grants is it& a 
US PVO neprsatative and difficult &oh Early on drtring the development of the 
foundation, careful attention must be paid to a two tier grant program or at least to the 
need to create a grant-worthy colleaiwt of local groups by a pre-grant institutional 
strm@hening pmg~am All of these stages mala: consume a considerable length of 
time which cannot be shortened without danger to the effectiveness of the foundation? 
(US PVO rqmse~1tative): "Although many U.S. PVOs [international NGOs] h o w  hqw 
to nm programs on the ground in Africa, it does not mean that the transition to local 
management is pmsible without a spedal &on Many US. PVO which have attempted 
a transition have found it to be extremely difficult. One bright spot has been in the area 
of training however, these ood results have been indjreet, Le. they were not: the 
explicit p a l  of any US:PV 8 program h5any former local hire employees of US. 
have founded their own groups and have made use of their experience of working for 
US. PVOs to set up admiraistrative s t m c e ~ f e s  for their new lma! PVOs which were able 
to meet donor requirements for direct grants. In other words the training was in how 
to approach and satisfy donor requirements for accountability, p r o p d  form and 
content, and project design and m i n a g e r ~ e n D ~  

(Consultnst): 5 t i U  no US. PVO has decided to go out of business!" 

{ N W  canrdh~nf): "It is a mistake to assume that a local group, just because it is I d ,  
can do a better job than a foreign p u p . "  
(Wor!d Bank ofidar3: The donors do not trust many local groups and with reason 
Howwer; the pfogiern lies deep. Grants, whether h r n  locd or foreign groups are 
addictive for I d  communities. We need a non-grant mechanism We need some way 
to inject money without fostering or perpetuating dependency" 

(AID ca~tsrrltt~nt): 9 f  local society is to kel "owne~sfip~ of the endowment, then donors 
must be willing to Live with the results of the creation process, including priorities whieh 
may differ ~ 6 t h  donor priorities." 

Discussion about p n t s  and progrdflls: 
(AID O%ficin?): 'ideally an [endowed] foundation can create a permanent independent 
institution with a broad constituency. On the other hand such a long term commitment 
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(T;dun&fion coastribant): '"n endowment could h e  its mission. Fur example it could 
become nepotistic. I& board could use ail ib money on itself." 

(Foundation corsultiint): "AID needs to fed its way carefully to find its compmtive 
advantage. Given that sustainable dwelopment is bound up with local communities, 
FORD felt that its most effeckive intervention was to work diRaly with local 
colrramwnjties to sfren@kn their skills at self organization, self management, and 
interactkin with other donors. Given bd"s hnilimited resources, our comparative 
advankge ky with helping local cornunities gain more &red access to donor aid. 
(finanahl consultant): "Part of risktaking is cutting off bad ishas swn as the are 
r e c o ~ d ,  Someone needs to try risky innovative venhlres and do so with a & 
understanding of the responsible ovenight necessary to be able to manage the risk" 

(Foundfition C G X S Z ~ ~ ~ ~ ? I ~ ) :  "Must pdicy research in Africa is carried out by university 
professors who can alwarj get fundig. On the other hand local communiitia cannot 
access sources which professors can tap with ease. Is poficy research the core rationale 
in AID'S vision for endowments? 
(US mm'ronn~e~~ial orgmimtion teprscnfative): " An endowment can insulate policy 
researchers and others so that they can-consider and flesh out more radical options." 
(Foundntion consultant): " WAW, for example, has achieved insulation from 
government influence because it js a mdticountry insfitutioa* 

(LIS mvironnzenta2 organization reprsentrrtiw): " Let us assume that we can agree on 
the goals of an endowment, which are: risk taking, independent, and flexible Then 
the question to dmss in this working p u p  becomes what kinds of p m g m  activity 
further these goals and how can they be carried out in such a way as to leave the 
endowment more a& to realize its go& In other words, how can the endowment's 
program activity serve to renew or refresh its mdate?" 
(US PVO t ~ s m ~ t i w . k  " We need to base program design on a thorough 
understanding of antidpated benefidiuies' needs as analyzed from their point of view. 
For example the Dutch have mechanisms for participatory evaluation of needs and . 

priorities." 

(Foundof ion cmsultnnf): WARF builds in such a participatory evaluation into every 
grant WA W also d m  a "programmatic audit" into its grant making activities." 

Do Not Quote-Send comments to Paul Weatherly-Tel: 202-$08-S111 Fax 408-5021 



PAGE 4 2  OF 42 1 /7!93-DRAFT REPORT ON ENDOWMENTS FOR AtDIAFRIARTS 

li'orrnhfio~r rqvsr.ntnti:v): " One gcal shmld be to make the activities oi the 
eadowrnenl transparent and accessible to the grassroots, i.e. the intended 
beneficiaries." 

(US P1/0 rqmx~?tntizv,k " An essential element in the devdoprnent of the kind of 
endowmeat we are talking abmt is to train h e  board and program officers" 

(US e m i r o m o l t n l  crgamkitiun reyrse?~futiz?c): " To achieve independence, the 
endbwment must p u n d  its programs in an overarching god which is widely shared 
within both governmental and nongovernmental circles. A n  appropriate and 
convenjent starting point is the NEAR The &TAP in each country provides an 
inclusive framework in which to place the p a l  of the endowment's programs!' 
(US NGO rqwc=trtntiz,e): "lf concern over a "runaway" b a r d  is high, then 
endowment creators might consider alternative models such as an irrevocable krzst ( i . ~  
with grant mairing limited to a tightly defined purpose): "in perpetdty or for a sunset 
period such as 2.5 years.," 

(US enviro~znzeutal organization reyresmtntiue]: "An endowment of the sort we have 
been considering can alss explore a wider range of innovative ways to support 
improved natural resource management. It could take and manage greater risk For 
example such an endowrnent could use a portion of its capital assets via program 
related invesiments to stimulate private sector activity which benefited the 
enviroment. An endowment might also become a vehide to provide a "green 
subsidy" which made use of compensatory flow of money (e.g. from a tax on 
greenhouse gas=); "to stimulate specSc activities (eg. tree planting)." 
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effective w A y s  to advance t h e i r  ec~n~rnic and social  progress, 
I .  

many are g i v i n g  new omphasis.to democratic institutions and 
+' 

1' I private voluntary ac t iqn  as critical components of t h d f r  

I n  Africa; there is widespread ~isillusidnm@nt.with the 
I r 

Eailure of 'conventional development efforts and widcspreat$ . ' 

- .- ! ,  

Erustration.cver tho. inability of the publ ic  sector to f i n d  more . . . 
I 

inr>ova+ive and effective solutions.. #In a number of countries,. . * 
economies are declining rather than growing, and social 

I ' . i  . 
indicators ire worsening rather than improving. 

. I . . 
Pcoplc bdth in 

1 
and out of government see t h e  need and benef i t  of strengthening 
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. c i v i l  society i n  these  natiuns in a manner t h a t . w i l l  enable the  

private voluntary sector-to play a stronger cata lyt ic  role: in ' :  
, - 

efforts to aadress poverty and underdevelopment. 

< .  

~ f f d r t s  are. being made to widen the l rc iv i lk f  space 'in 

societies, and ways are being sought to stimulate loca). citizen 

participation in efforts 'to 

profit oeganizations -- 
alleviate. poverty. Independent non- 

the-non-governmantal: organizations or 

NGOs -- are being called on to perform an increas ing  array of - .  

functions re la te6 to national development e f f o r t s .  

. . 

T h i s  expanding role of the voluntary sector  in Africa- i s  

being supported by both governments and multi- and bilateral 

donor agencies. In Togo, Burkino ' ~ a s o ,  ~ a m b i a ,  Ghana, Xenya, 
I 

L&sotho, Senegal ; Zambia and Ziabahwe, fo r  examplc, NGO umbrclla 
t 

;organizations are being supported !with the local governmentls 1 

concurrence by the Uni t ed  Nations Development ~ r o b m m ,  and in 
I 

some insFances the Worid Bank. In Mozambique .and Uganda as well 

as o the r  NGO visibility and activity the rise. 

In South A f r i c a ,  c i v i l  soc ie ty  and the X O s s a n d  peoplet$ . . e 

o r g a n i z a t i o n s  w i t h i n  it. have taken pn new vitality w i t h  t h e  new 
* : 

political situation. , . 

Yet, until very r ecen t ly ,  l i t t l e  ac t ion  has been taken by 
. I .  

the donor:community, gavernraent policyrnakers, and NGOs to address . :: 
L 

cr i t ical  issue: how the emerging voluntary sector a c t i v i t i e s  
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I .  . .. 
- independent sector in. the united states is financed by threq . 

; t' . 

principal sources, all of. them private;non-governmental in 

nature. ~ h k ~ b i ~ ~ e s t  source is'th? public.at large, which 

contributed-:well over $100 b i l l i o n  to voluntary and;religious. ' 1 

organizations in 1990: Private foundations are the second : 
. . 

largest,  followed b y  corp.pdrations and buri,nesses, esti&at&d at 
f - 

about $7 billion and $6 b i l l i o n ,  respectively. 

. - 
B u t  at present, very few privately endowed grantmaking! , . 

1 .  foundikions ex i s t  in Southern Henisphpre countries and L 

Philanthrdpic giving by 4 d i v < d u a l s  or c~rporations%nd 
! . . 

: bus inesses  takes  place only on a v e r y  small scale., while *: . . 
individual g i r i n g  exists, it is very i iai i ted.  Hence. almost all 

, , , 

I 
I 

. i t h e  resources to support voluntary sector ac t iv i ty  coAe irom. 

local national governments or from foreign.governments,-.via , 
I .  1 .  . ' ,  

bilateral or multilateral aid agencies, 1 What little private. 

funds are available usually:are.'coitr611ed bymforeign groups', 2: . . 
i . ! 

rather than indigenous ones.! 1 

I 
While government 6nd multi- .and bilateral support for . , 

1 

African NGOs w i l l  no doubt be a major source of dinancing in:the. 
I 

future ,  many observers belie& that  ii the sector is to bc f u l l y  
I 

- 
1 

;capable  of genqrating independent actien and solutions regarding' 

national development some &nif icant  core of fundins . . - 
! 

must come from independent sohrces. without' private financing 
I 
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independent'of partisan p o l i t i c s  and the powerful dominant 

i?te&sts ' of governmeni and e x t e r n a l  agencies, t h e  potential  %?ill 
. . . . . . 

be limited for, lociil 'ccw&unit&es and societies to become more 
. . 

creat ive,  pa r t i c ipa to ry ,  self-reliant actors in their own. 

development. - 

New .h~r>roaches 
I 

: Within. the  past  several years,-Northern foundations and a 
! 

number a£ multi- and bilateral development agencies Rave.begun t o -  
* .  

respend t,o t h e  interests &f ' Southern countries to strengthen , 

! 

autonomy in their voluntary sectors. C u r p m t l y ,  efforts bro 

underway to establish independent, endowed foindations in a + b 

number of A f r i c a n  and L a t i n  A m e r i c a n & o u n t r i e s .  Other n e w  types , 
t 

I 

of funding f a c i l i t i e s  for. n o n - p r ~ f i t ~ g r o u p s  a r e  also  being ,. . . 
I 

developed and tes ted,  snong them various t y p e s  of t r u s t  funds, 

social investment pqols, credit f a c i l i t i e s ,  and community banks. 

Much more a t t e n t i o n  is bc$ng g i v e n  to strengthening t h e  ' 

capacit ies  o f  Southern NGOs to con&ct t h e i r  own fundraising, and 

a v a r i e t y  of i n i t i a t i v e s  gre seeking to stimulate and bui ld  local  

. , 

The 'endowed Zoundatiun approacil' has' special  appeal 'to 

Southe rn  groups beca,use .it: oerni ts  a. long-term approach :to 
. . 

development  problems, a s  w e l l  .as autonomous, n a t i o n a l  level , 

devefopment.of programmatic strategies and i n t e r v e n t i o n s . -  To 
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Northern groups;especially donor agencies .  offers the appeal. 
I 

of stimulating indigenous philanthropy i n  southern C O U * ~ ~ @ S .  

In r e c e n t  years, a number of the  largest private U.S. 
- ,- 
foundations have shown intorest i n  providing support for such 

Corpora tion, 

Foundation, 

Among them are the.Ford Foundation, the Carnegic 
r 

the Charles S t e w a r t  Elott Foundation, : the R,ockef cllcr 

the Zohn 

the ~ i l l i a r n '  T. 

Fund. 

D.: and Catherine T. 

~eilogg Foundation, and t h e  Rockefeller Brothers 

These foundations i n d i v i d u a l l y ,  and i n  s o m e  instinces 

'j ointly , have been suphiorting the c16volopmcnt of. o 
1 

number of new 
' 1 

foundotion i n i t i a t i v e s  i n . t h c  South, including those t h a t  

are described in more d c t k i l  b a L ~ w .  

aut,.until now, ~r' ivate  U.S.' foundations and corporat ions  
L 

I 

have provided o n l y  s u p p o r t  

to groups in foreign countries -7 in 1990 total ovcrsens grants 

f o r  all purposes were estimated at $142 million. @hesc cur ren t  

lcvcls arc too srndl l  to. s u s t a i n  tho v o l u n t a r y  sector in A f r i c a n  
I 

countries, or even to b@ the principal source of financing *for 
t 

substantial numbers of endowcd foundations in the region. A 

number of groups are s eek ing  to stimulate an increase in th'esc 

lcvcls of g iv ing  gver the *years ahcad, b u t  s t r o n g  clomcstio" 

demands arc l i k e l y  to keep t h c  iricreasc below the Icvcl .-of  need.: 
1 

Private foundation and corporate giving will' be essential as n 

cata lys t  and mobilizer as well as a cr i t ica l  core component. But 
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other sources of support f o r  volunfary sector activit ies  will 

aisu need to be found. 

Conversions of e i t h e r  purchased or donated debt  and 

. donat ions  of  blocked funds or counterpart funds.have begun to 

p l a y  a significant role'inqthcse new i n S t i a t i v e s .  The idea of 
: 

u t i l i z i f i g  these sour;'es of financing Go establish endowments for  

Southern foundations.has been put into practice m o s t  extensively 

in the area of debt-for-nature swaps. But in thc last sfvcral 

y c n r s ,  educational programs'snd othcr'long-term development: 

programs have bacn seek ing  to use thcsc  sourses 2s w e l l .  This 

t r c n d  has been encouraged by a number. of b i l a t e r a l  

fo re ign  a i d  agencies, i n c l u d i n g  the U.S. Agency f o r  International 

Dcvclopmcnt and thc Scandinavian dcvolopmcnt assistance agencies. 

some cxamplcs of notional groups t h a t  are e x p l o r i n g  debt 

dcvclopmunt i n i t i a t i v e s  arc Fundacion Grupo E s q u f l  in Ecuador, 

Funclncion Mexicana Para El Desarrollo Rural and Fundacion 

t-icxicona Pore La Juventud in M e x i ~ o ,  Fundac ion  Quipus in B o l i v i a ,  

~ u n d o c i o n  G r a n  '~oriscol d e  Ayacucho in Venczuela. the Green 

Coalition in the Philippines; t h e  In t eg ra t ed  Tourism Dcvolopmcnt 

rrojcct in Ghana ,  Opportunities Industrialization Centers in 

scveral  A f r i c a n h  countries, and Associaco Para 0 Dcsenvolvimcnto 

Do Cornmunidade '(hssociation fo r  the Dcveiopment of Communities) 

in l~l~zambique. '  Among the U . S .  groups supporting these 

i n i t i a t i v e s  a re  the Debt for Development Coalition, P A I D ,  the 
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Synergos Institute, PACT, the  South/North Development ~rdt ia t ivc ,  

and the variety of ssctdrally-focused private development 

agencies such as CARE. OICI, and the Episcopal conference. 
t 

It is still not clear how important a source o f  financing 

thc conversion of debt, blocked funds, or counterpart run& m i g h t  

be in t h e  long run. Though experiafica to date suggests that such 

arrangements require intens ive ,  of t e n  unsuccess~ul.' nmpti'ations 
* 

over extend~d periods of timc, thc: potential is great and. the 

frequency of transa&ions: appears on. the r i s e ,  Clearly, the  . 
utility of these sources k i l l  vary.according to the particular 

economic cir~umstance~ of.different countries, and even in the 

most favorable cases they,will necd to bc conp'lcmcntad w i t h  ether 

sources oE financing. 

To supplamcrnt private foundation and corporate,grants and 

the usc oP blocked funds ,  countcrpnrt funds or debt conversions, 

most Southern NGO fundrilising efforts -- and especially the new 
foundat ion initiatives -- see catalyzing indigenous philanthropy 

as csse~tial to thcir successl ~ h e i x  h o p  i t  that they wi31 bc ' 

~ b l c  to wgrowtl their own in terna l  soirees of Cinancing for 

i n d c p e n d ~ n t  non-profit activities- 

Three sources of local  giving have been targeted: weaithy 
I 

i nd iv idua l s ,  corporations And businesses, and communities in the 

form of people's contributions of Eund.s, t i m c ,  energy, 
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c o m m i t m m t ,  and o"Lher in-kind rescurces. The first source is .new 

t e r r i t o r y  in most Southern Hemisphere countries-  The second 
. 

source is already an importarit, involved c o n t r i b u t o r  in some 

countries (Zimbabwe, f o r  instance) E o r  such programs as 

e d u c a t i o n ,  .exchanges, ark  health. B u t  in othcr countries, l i t t l c  

philanthropy of this kind y e t e x i s t s .  The t h i r d  is based on t h e  

t r a d i t i o n s  of  baranbee and other forms of communal and kinship  

cooperation and mutual support that arc preva l en t  in most 

C U ~ ~ U K ~ S  oE t h e  region.  Whether it'will be possible to design 

new philanthropic structures that can d r a w  upon and, i n d e a d , :  bc. 
' h, 

founded upon these indigenous s t r e n g t h s  and chnractcristics is 

t h e  g r ea t  &illenge. , . 

Endowed National Foundations f o r  Community D a v e ~ o ~ r n e n t  

Evcryonc agrces that d~velopmcnk rcqs1ircs the vital spark o f .  

p c o p l ~  working hard at t h e  community level to improve t h c i r  lives 

and the cbnrnunity they  live in. Mq m a t t e r  how sound t h e  national 

devclapncnt plan,  t h e  ecanornic restructuring process, or t h e  

largc scale dcvclopment project  may be, dwclapmcnt  can't happen 

unless people -axe vigorously engaged. 

National f o u n d a t i o n s  fo r  community dcveloprncnt as they have 

cvolvcd t h u s  f a r  in a handful of c o u n t r f ~ s  oECcr a new approach 

f o r  fos ter ing  peopleis engagement i n  development at thc community' 
! 

level- These foundations utilige a major share of t h c i r  

clispotable ;resources 'to s u s t a i n  long-term, particigo t o r y  ' 
I 

dcvelopxent efforts  at the community I evc l .  And t h e y  s c c k  to 
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. , actively involve the community in t h e  allocation of those 

~ a k h e r  than seekin6 to establish a separate foundation for 

each city or community in a country, these foundatiens havebeen 

conceived as national in scope. Endowments, therefore, need to . 

bc sufiicSently large to permit a . n a t i o n a l  program, as w e l l  as to 

provide ongoing. sustainable income straarns for  t l ~ c  community- 

l c v c l  programs. 

National community development foundations are well on their. 

way to being launched i n  both Motambiquc and Ecuador, wi th  

initial tinancia1 assistmco being provided by the MacArthur 
*r' 

~oundntjon and Thc.RockcLeller Foundation, rcspoctivcly. 

Feasibility and planning s tudies  arc underway in nrgcntina and 

Uruguay, w i t h  funding from the Rockcfcllcr Brothers Fund. And 

exploratory discussions arc being conducted in Brazil, Chile, 
I 

PC&, Ghana and Zimbabwe. Thc Synargos I n s t i t u t e ,  Grupo Eaqucl, 

PARTNERS, and the South/North Dcvelopmcnt I n i t i a t i v e  arc 
L 

supporting these efforts. 

1 

n l l  thcsc  in i t ' iat ivcs  combinc thrcc clerncnts: an e f f o r t  to 

ilssclab~c a ~ubstnntial andowment that w i l l  bc controlled ly an . 

indigenous,  independent board of truqtoes; a program of national 
I 

I 

scope that directly engages poor coninunities in participatory 
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long- term development efforts; and a. commitment to building local 

in-country philanthropy. 

In Wozambique, an Association for . the  Development o f  

Ccmmunitics has been founded by-a group of citizens committed to 

cornunity e f f o r t s  to solvc their problems and achieve t h e i r  

community goals. The Association is in the process of 

establishing a ~ozambiqua cornunity Development Foundation that 

w i l l  support actions i n i t i a t e d  and implemented by poor 

cornunities to-build the i r  own capacities and institutions- 

The founding group, drawn from a l l  the provinces of t h e  

country and from a w i d e  s p e c t r u m  oF social and political*~ctors. , 

m e t  in an inaugural  sess ion in ~ugust, 1930 in Maputo. m c y  I 

discussed-'what the new foundation should be, how it would 
I 

operate,  its l egal  requirements, its governance structure, and. 

implementation plans. 

Led by Graga Machel ,:former F i r s t  Lady and government 

n i n i s t c r ,  a tcnm was assembled to conduct in-depth planning in . 

each of these areas.  By the spting oi; 1991, the basic outlines 

of t h e  new foundation were clear: I 

o It w i l l  work directlytwith poor communities in j o in t l y1  
! 

ident i fy ing ,  formulating, implementing, and evaluating 

self -reliant develop&nt progra& - for the community, ' 

and it w i l l  fund such programs. . 

10 L 
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work directly w i t h  grassrouts communities, the 

foundation w i l l  seek to establish and support such 

groups. 

o And it will provide n crcativc, independent ccntcr for 

thinking. analysis, discussion. criticism. 

sxperinental&n and innovation concazning dcvflopment 

a c t i v i t i e s  and efforts in Mozambique. 

The new foundation evcntuolly hopas to establ i sh  a $GO a 

mill id; cnaowncnt, drawn from local contributions, debt purchase 

and conversion, contributions of counterpart funds ,  and private 
! 

Poundation grants. The founders are  committed to l i n k i n g  the 

campaign for the andowmcnt to contributions f r o m  local Mozambican 

pooplc and bus incsscs .  This i n t c r n o l  philanthropic cCfort has 

bcgun with initial support from local coamunitics, business , 

groups, and religious lcadcrs an3 nrgsnitations in the country. 
I 

t 

As  the ycar-long f e a s i b i i i t y  and planning  ghasc comcs to . 
completion. the n e w  foundation has qctincd widespread support. 

Thc Government of ~ozambique; local-ccqimunities in the count2y. 

t h e  business sector, and other groups arc strongly behind the 

effort.  The founding Board of Trustcck is committed to 

. inclcpendcncc and autonomy from government, and to a 

grassraots pTogmm, v i s i t s  to multilateral and bi lateral  donors 
1 

i n  Europe and North America have yie ld& expressions ot support  
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from all of t h e  m a j o r  developrncnt assistance agencies- And 

private U . S .  foundations save bccs impressed w i t h  the 

undertaking,  and some appear prepared to consider cndosnnent 

grants. 

In both Zimbabwe and Ghana, a series of exploratory 

discussions have begun w i t h  government ogencics,  donors. a w i d e  

variety of N G O s ,  pcoplca s .organizations, and othar conccrncd 

groups about thc possibility oE esteBlishing en cndowcd national 

r o u n d a t i o n .  I n i t i a l l y ,  these d i s c u s s i o n s  havc focused on 

e l i c i t i n g  thc rcsctions, vikvs ,  and intcrcsts oC t h c s c  diverse  

groups  on the possiblc applicability of thc Mozambique and 
I 

Ecuador experiences to their countries and on building s process 

TOT a11 or these groups to come togethcr to j o i n t l y  Qincuos thcir 

views. Xn Zimbabwe, as a'result of these i n i t i a l  rounds of 
I 

dialogue which have taken place over the course  of t h c  past year, 

2 broad spectrum oP groups havc deoiicd to work toge thc r  to . 
e s t a b l i s h  n f o u n d a t i o n  appropriate to thcir country. A 

participatory, collaborative working process currently is being 

designed f o r  the next phase of t h e  5;-scussions . In Ghana, the 

initial rounds  of d i s c u s s i o n  a r e  still undcrwoy. 

No one, least of all the citizens of A f r i c a n  nations, thinks 

it will be easy far these countries to establish and guarantee 

the Rind of 'pluralistic, democratic, and tolerant envirwnmcnt 
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that  p e r m i t s  groups w i t h  competing, sometimes even opposing V ~ S W S  

and goals to flourish in an open c i v i l  society. Ysk t h i s  is 

precisely what so much struggle has bcen l i v e d  through to 

achicve, what so many have suffcreci Bnd cvcn pcrishcd f o r .  
I 

Tho i s sue  today is nqt if or why or how. Thc central 
, . 

questions now are whQ and what to move Porward. 

A trcmendouc historical process of changc has bccn bcgun in 

Afr ica  as well as in the U S S R ,  Cehtral Europe, and Lnt in .hraer ica .  

Mhila no one can foresee where t h i s  change w i l l  lead, the events 

oC the l a s t  decade have demonstratc$l t h a t  it ofkcn moves farward 

with amazing speed and force. 

These events  have also demonstrated (if .such demonstration 

wcrc ever nccded) who will move forward t h i s  changc. Only thc 

paoplc in each country who have l i v e d  t h i s  long struggle' 

firsthand and who know the strengths as wcll as thc  wcakncsses 

and complexities oE their own nation possess the knowlcdgc, 

power, vision, and pcrscvcrancc to take this daunting agenda 

What to move forward needs to bc t h e i r  c+c i s ion ,  made in 

light of the p o l i t i c a l  spaces;national commitment, and opposing 

forces they see i n  e a ~ h  case. No uutsidc yrqup, howcvcr-well- 

meaning and p o s i t i v e  their motives may be, can chart  UIESC waters 
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-- nor should they, s ince  to do so .inevitably takes.away ,frqm i I 
1 

local actors the very power and responsibility f o r  their own'and 

I future t h a t  constitutes the kcart of a participatory, democratic I 

I 
society. 

The n e w  appro&chas discussed in this paper co9e with the 

great dangek of being the latest good idea  from extQrnal , donors 
e 

and foreign NGOs. Fox such approaches to have real value, they 

nccd to become rooted in .African countries, they need to be taken 

on as African approaches,. owned and dcvelopad in each case I 
according to the and decisions of national  groups. 

I I 
I This m a n s ;  of cou&e, I .  that the models offered by ~ozambique'and I 

Ecuador night very well no5 bk t h e  forms that emerge in ~'imbabwe, I 
. Ghana, or other countries -- indeed, that t h e y  m a y  not be useful 

models at all .  X t  means t h a t  what will emerge from these n e w  

approaches .is lilceiy to be highly  diverse in d i f f e r e n t  places an .1 
modified from the i n i t i a l  expcricnces. 

It also  means that who moves these ~ e w  approaches forward i ! 
each African coun t ry  w i l l  be critical to the outcome. If the 

objective is to strerigthen and expand c i v i l  society and citizen 

participation -within it, it seems essential that the  who : 
incorporates a very wide 'range of social actors, including those 

with potent ia l ly  conflicting views, and especially t h a t  the @&Q 
' 

1 

cncornpasses the p a r t k i p t i o n  of those almost alway$ left out o f  

decisionmaking and resource allocation -- t h a t  is, the poor, 
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women, e thn ic  minorities and 0 t k i . r  dirempowered sectors within 

each country. 

b 

 his kind of pluralistic, collaborative, and participatory 

approach to establishing endowed notional foundations (and ~ t h ~  

ncw financing structures) is costly, messy, and uncertain in its 

outcomes. nut it is also  indigenously-rooted, cmpowcring, and 

ultimirtcly: t h e  course most likely to produce viable  d c m w x a t i c  

s tructured that will contribute to, rather than retard, the 

changes towards grcatcr part i c ipo  tion, equity, and voicc? for  the 

people in t h e s e  countries.  





It extends to thc whok of Pakistan]; and - 

(3) It. shall camc into farcc 01% rhe first day cf October, 1890. 



vested in the T~,reasursr of Charitable Endowments on such 
terms 3s to  i h ~  appficatim cf the groperty & the incomc thereof 
as may bc asrtcd on bclwcen the '[appropriate Goverrrmcnlj 
and thc pcrson ci rmxm nrsting k c  application, and tk 
prapcrrj shaU ikcx;cc so m t  accordin~iy. 

.. . Scker;n_,: fcr 5.-(1) On sc.;.::~'t~::cz-~::dz . - x hcx;naftcr m c a t i o d ,  aid 
&-.;c:$;rz-:.2; <;: - .  with t i l t  concr?tr::c 5: 2:: pcrsnn or p r m x  making the appfi- 
2:q?X:S. v~;:& '+ 1 r, ,,,, .,, ,:.. 1 ,  - .. , L+~-.+-;L=-~ ~ ~ v t w ~ l ~ t j ,  if it lillaks E?, =2jp 
in the Trcszrcr. 

settle a 'schemr i'x tile a&Jinisrrxion of m y  property ~~hicl! 
has 5crn or is to Es i+cs:d iz :he Trcasn:er of Charitabk eq5v.r- 

(4 Such 2 scheme, z k n  it corms into .operztictz, &it 
sepcrsede any drcrcc or dixxtion relating to  ihc subjcct-ms:!x 



rhcrcof in so fzr as such decree or dircctiorr is in any way re- 
psoant thercrc, and its validity shall not bc qucstioncd inany 
Court, nor shslf 3117 Court give, in con!rtlvrnrion of the provisions 
or" :he schcx:: cr In a y  nliy ccatrxy or in additioo thereto, s 
d c m c  or dirccdm regding the  adrniakrration of the property 
to which the s ~ h ~ e  rzktr: 

'[Provided that not!~ing in this sub-scction shall be construed 
s prcrluding a Conrt from inquiring whcrircr the Government 
by which 3 SC~CITIC was mad:: w3s the ;tpproprinLc Govcrnmcnt.] 

(5) In thc se;i:ement of sz~ch a schmc cflcct shall bc given 
to the wishes of the author of the trust so far as they wn be . . ;1sccrtn,imb, sx, rn :he  pinion of the ?[qqxopriatc Govetn- 
~ c n t ] ,  effect czz T ~ ~ Q E Z ? ? ! ~  he given to hem. 

aEk pirrposc, tiicn by tllc pcrsm acting in the ad- . . -.. rArt~iikati~;i  . OT the t i ~ ~ t ,  tvhcrc tbcrt: xc more 

po:sms rJ:n:: o m  so actins, then by thosc pcrsons or 
rr majority of tiicm; and 
if tkz propr:j. is lo bc applicd in trust ror such n 
pl;r?ose,-then t-, ttite person or persons proposing so 
to appjy it- 

(2) For the purposes of this stction the executor ar adminis- 
trator of 3 dcceascd trustcc of propcrty hdd in trmt for a 
charitable p q c s e  shell bc dccmed to bc a person acting in 
the administrarion of tEc tmt4.  

8.-(1) SuSjcct to the provisions of this Act, a Treasurer of 
Charitabk Endowrncnts shall not, as such Trcasurcr, act in Shc . f ~ ~ ~ ~ , , , ,  
administration of any trust whercof any of thc property is for 
thc time being vested in him under this Act. 

1 Proviso ins. by A. O., 1937. 
2 Subs. ibid., for "L. G.". 
3 A proviso to s. 5, appliwbic o& to kngal, Ims bccn =d&d by the 

k n g d  Wakf Act, 1934 (Bcn. 13 of ,9341, s. 77. 
- -  4 A n ~ w  sub-wction (31, applicablr: only to Bcng;!~ r;ns Lccn addcd by 

scclioo 80., ihicl. 





hns k e n  appointed to be a ~ c a u r e r  of Chnritablc Endowments cmtinu3ncc0r  fir^^ or r f e s u m  * 

.is abolished or its namf is chanzcd, the r[~~ppropriafe G~vern- in cefi3in 
m n i j  may appoint the same or anotlicr ofices of thc Govern- ,,,,;,ge,;,,~ 
ment by the name of his oficc ta be such Treasurer, aad thereupon 

holder of Ihc htter oEcc shall hc dcentcd for rhe purposes 
o? this Act to be the successor in ofice of the holder of the 
iormer oEcc. 

2 / f  3. if by reason of any altrr:t&in of 3 x 3 s  nr by ~ C ~ S O I I  Transfer or 
of tile appoinrincnt of a Trcssurcr of Clmitablc Endowrncnts ProWrtYfroall 

for jjPakisrw] or for any Provincc for w!;ich such 3 Treasurer one Trmwer 
to another. 

has not previorrsfy been appointed or for m y  orlxr reason i t  
appears to the Central Govcr~rment that any prcperty vested 
Ic a Tmscrer of Ch~vitaXc Eadowmcnis should bc vested is? 
aaothcr such Trcasurcr tlmt G ~ v c m n ~ ~ ' n t  nnY dir ix t  thzt the 
prspcrty shall be so vcstcd nitd :hcl.cupon i t  shall vcst in that 
ozlw Trcasurcr &i llis successors as fuIEy and efftctualiy for , 
liac purposcs of this Act 3s I i  it had bccn origixl ly  w t c d  in 
him undcr this Act.] 

y t3 .  st 2k * * * Y * Porvtr to frame 
hnns and makc 

(2) Tbc 6[appropriate Govcrnmmtj m y  make rules rorrsis- m!es. 

tent with rhis Act for- 

((I) prescribing tIlc fees to be paid to tile Govcrnmcnt in 
respect of any gkopertjl vested under rhis Act in 3 

Trcasurer of Charitabk Endo\vmcnts; 

(b) regulating 'tbc cases and the inodc in which schenm 
o'i 'any modification thcrccf arc to bc p-zbiishcd b c h c  
t ! q  arc scttlcd or made undcr =cction 5 ;  

(c) presc~jbii~g thc forms in which accounts arc to be kept 
by Treasurers of Chrlritsbte Endownents and lhc mode 
in  which -such accounts arc to bc artditcd; and 

(4 sen&lly carrying ioto cfCcct thc purposes of this Act.] 
- ------ 

1 Sebs. by A. 0.; 1337, for "L G-" ~ h i d  had k n  subs., for "G. 6. in 
C." by thc Dcvolulion Act, I910 f3S of 19201, s. 2 arid Sch. I. 

2 Subs'. by A. O., 1937, for the original s- 13. 
3 Subs. by A. O., 1949, Sch., [or "India". . -. 
4 L b s .  by thc Dcvolntkn Act, I910 (35 or 1970), s. 3 and s&. I, L;r the 

original section 13. a 

5 Sub-section ( ~ j  rcp. by A. O., 1937. 
6 Subs. ibid., for "L. G.". -- 



z-. :- % z- - - - - -  - - - -- 
14- 3-2 x:: 5:- :< :>::r"~e Z ~ ~ Y  - cx - .Gi7ymcnt]  ja 

GX.--T~Z~:: 2-2 . rspec; of a n ~ i h i i g  O m e  or purporting so be done under tbis act, 
Trmsrrrcr. or in respcc! :T 23s Ategd n&ct cr omission to perform ~y 

duty dcvdving on tlrc Govcrnmcn~ undcr this Act, or in rapkt 
of ihe exercise of, or the failure to exercise, a& power confend 
by this Act on the Government, nor shall any suit be institrrred 
qainst a Trssurer of Charitable Enrio.wrocnts except for dit?tsi- 
k g  him of property on the ground of its not bdng subject to a 
tmst-far a chrrrirabk purpose, or for makin2 him chargeable 
with or accountabk far tbc Ioss or misapplicatioit of any property 
vszed in him, or the income thereof, where .the loss or nik 
application has been occasioned by or through his wilful neglect 
or defauIt. 
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succeeb, they must vigorattsly engage I d  ppuiations. A foundation could &us serve as % 

mechanism zo help empower ld groups. 

For n a W  resource management programs and, in particular, biodiversity protection efforts 
to sucaed, a long tcrm sustained effort of at least tcn to twenty yars  is required. Too o h  
private donon and bilateral and multilateral aid institutions focus on short term projects, 
which fail to have a lasting impact. Mechanisms that guarantee a Iong t a m  eommiment and 
ovefcurne unpredictable budget and politid fluctuations must be developed. Reliable 
hnding improves program stability, long-range plitrsning, training and recruitment of 
perwmd, and tie overaU impact of a program. Moreover, practid1y all environmental and 
devel~prnental programs cuukl use a foun&$on-like m d m i s m  to provide long tern knding 
to ernsure a programs' sustainabifiry. Tbe issues dixussd herein are not Limited to 
conserving biodiversity. On the other hand, not aU programs should be designed for the Img 
Em. A foundation must be able to respond to c h g i n g  circumsmces. The sustainability 
of financing and the sustainability of activir;es are not nccesarily the same. 

This paper examine the legal and institutional issues surrounding the establishment and 
opemti.on of a foundation. Section 2 discusses the role a foundation can play in society. 
Section 3 reviews t5c various provisions that should be in a foundation's charm- and bylaws, 
possible provisions in agreements between a foundation and a donor, icnd the issues these 
provisions raise, In th.k regard, some of the most crucial issues involve the selection of 
directors and their duties; secdon 3 pays particular anention to these issues, Stxtions 4, 5 ,  
6, and 7 review foundation-like mechanisms established in Bhutan, Bslivia and the 
Philippines, Lessons can be learned from these mechanisms, which offer a variety of 
models. The case studies examine the most significant issues identified in section 3, 
e p x i i y  hose provisions from which lessons wr be drawn. Many of h e  fmtnotes in 
section 3 provide specific examples of how entitis discussed in the case studies treated the 
provisions that are generidy discussed ir! sefaicm 3. 

Instead of surveying the a g e  of hown foundation-like mechanisms, this paper concentrates 
on d y z i n g  a few mechanisms. This format pennits dealing with compIex legal and 
te9mical issues. The pnicular mechanisms for the case studies were chosen because they 
oger a diversity of stnrctures and represent state-of-the-art 





A LCG/fsTGO driven foundation will face mnficei,rig dernznds in w o r b g  with a guvernment 
wh3e maintaining its ixkpmdmce. Several risks exist for such a foundation. If a 
foundation fhilr to act autonomously, it can Xmse credibility among X G s  md NGOs. LCGs 
and NGOs are wary of king used by governments to carry out political patronage or of 
being burdened with too much red 8pc. Monover, a vindictive government could retaliate 
against a foundation, 

A foundation can take a h g  twm approach to environmental planning and aatwd resource 
management, ass~ring that recurrent Finance needs are covered. On the other hand, once 
organized, a foundation could operate flexibly, responding to new needs and adjusting to 
shofi&mings as they appear. A LCGlNGO foundation can potentially have several 
curnpmtive adv=tages over traditional government~denor mechanisms. K G s  and NGOs 
may k able to provide s e ~ c e s  cheapzr and more effectively, reach the poorest people and 
the most vuherable groups, and be in better positions to establish grassroots organizations 
and promote solid popdar participation. Mimy developing country governments lack 
sufficient funds ta improve and expand infrastructure and s e ~ c e s .  Furthmore, these 
governments are often too c e n d M  to manage de~entrdited sewices effixtively, whereas 
LCGs and NGOs have a I d  presence which foswrs more efficient management. A broad- 
b a d  LCGINGO foundation offers a mecMsrn  fur decentdimion. 

Governments have an incentive ta work with LCGs and NGOs. By increasing a ~ u n t r y ' s  
albsorptive capacity, ECGs and NGOs can help governments makt effwtive use of donor 
funding. While governmental absorptive capcity us&y refers to the extent public agencies 
can h2dle additional projects and progms, the real issue concerns how effectively local 
communities can organize far action. Local community organitations play the decisive role 
in the success or mure of most natural resource management projects. Grass-mots NGOs 
have emerged throughout the developing countries over the past b-dt as a spontaneous 
mpunse to deepening economic and environmental problems. NGOs have helped 
communib'es organize to design, implement, and monitor natural rrsourw-b@ development 
projects. 

Community participation in resource consetvation m a t  be sporadic and mqukes -re 
uninterrupted h c i n g -  Smaller and steadier flows of funding to LcCG and NGOs are mare 
effective than far%=, one-time invesunerrts. SupeNising multiple small grants, however, 
presents an impossible task for multilateral and bilateral donors. Furthermore, LCGs and 
W O s  cornplain that they have to spend considerable time on administrative and reportirag 
procedures that the donors r q u i n .  Only a few large NGOr, usually with offiices in a host 



R#Q1ving these provisions may prove a complicated and cuntmtious process, invoIVing 
tradeoffs and c~mpmmises, Dunm and inkmariod NGOs should exercise sensitivity and 
reamin from imposing views. ~ ~ m e r ,  intemtiond NGCk must have 1d prtnrs 
with whom they work Each country must find its own solutions based on its own needs and 
aspimirns and the various vim within hat country. Withour local aaeptana and 
participaion in the pnrcsz of muctwhg and operating a foundation, the &m is doomed to 
M. 



A memorandum of understanding beweepi donors and the host country government 
could prescribe a consultative pracess involtving a broad m y  of actors who would address 
the Iegd and institutional issues surrounding the estabIishment of a foundation. Pursuant to 
the MOU, donors could provide sgd money fm this procps~.~ This step is impcracive 
bxause of the considerable wsts to LCGs and NGOs in participating in a long negotiation 
process. This process will take time and money away from other LCG and NGO projects, 
and these groups are not geared up for prolonged negotiations. Furthermore, since the type 
of entity proposed herein is relatively novel, a vigorous inidadve will be needed to educate 
the organizers and potentid pmicipants and seek hput from them on a foundation's structure 
and administration. 

Many people commonly specify endowments and msts as the rype of entities appropriate for 
conservation 6inmcing. From a legal perspective, these t m s  raise problems. An 
endowment is not a legal entity, but a corpus of funds that generates rwenue. A trust, 
nonprofit corporation or some other legal entity can have an endowment. Trusts are a legal 

miivia's Xatiod Fund for the Environment (FONAMA) uses Bolivia's Nationd Environnsend, 
Action Plan to hdp donors selea a project tba the donors would like h d .  This puts FONAMA 
in P proactive, &er than a reactive position when working with the donor corrrmunity, see inks text 
a 30-31. 

The World Wildlife Fwd and the ffilippine Business for Social Progress (PBSPj received 
a pant f k r n  h e  US. Agency for hternaxiond Development (USAID) to provide tshniad asismce 
for the establishment of ehe Fouadarion for tbe Philippine Environment WE), see hfka text at 23-24, 
FONAX4 received a grant from the Wad$ Resources Institute to organize the Emerprise for the 
Americas Initiative FAf) Admiaisaative CounciJ, see hfra text at 35, 39. 





3.3 Duration 

Usually foundations are of perpetual duration, rather than a limited time period? ?his is a 
different issue than whether the endowment should be for ge:r~ettzity. A foundation could 
have ~~~ exisewe, but with an endowment that is gradually drawn down. 

The charter should smte what purposes a foundation will  seek to fulW and what activities a 
foundation wiu engage in to accomplish these purposes. This represents one of the most 
diScdt  tasks the organizers will face. In qecifjmg the purposes, the charter could broadly 
OP res$ictively delfine activities: A braad statement of purpose enables the directors and 
officers to maintain programming flexibility, an essential consideration in light of rapidly 
changing environmental and social needs and technological and scientific improvements.' 
The directors and officers would thus have the responsibility of trandating fairly broad Ems 
kt0 terms of activity. 

On the other hand, limited, c3ex, a id specific purposes - u n d e r s a d  and appreciated by dl 
the parties - could avoid potential  dispute^.^ Applicants could prepare grant propods more 
easily arnd the grant review process would flow b e a r .  Moreover, less oppmnities for 
abuse would exist by eliminating much of the discretionary decision-making from the grant 
awards process. 

An additional issue concerns whether a foundation should make I m s  to smdl businesses and 
LCGs to promote conservation related products and services. If a foundatian pursues a 
concessionary loanmaking operation, it may wish to estabIistr a separate legal entity for 
profit making activities. A business facet to a foundation raises a multjtude of questions, 
especially peYtaining to tax issues, which are beyond the scope of this paper. 

Provision should be made for what events will sigger dissolution, the dissolution p r d u r e s ,  
the parties that can evoke such prrscedures, and the disaibution of the assets. Evmts such as 
inmmpetent and irresponsible foundation management, or acts of the host country 
government invalidating a foundation's ch;urter or its activities mulb trigger dissolution. In 

' The BTF, however, wiI1 be dissolved upon ampIetion of the program, and rlre W E  has a fifty 
yea  lifespan. 

Both &e FPE and the E M  Administrsive Council have very broad agendas, see i&a text at 25, 
37. 

'Pfae B'T1F: bas a more limited statement of purpose &an the FBE and the EAI Administrative 
Council. F u ~ e m o r e ,  the BTF bas mmwed its program activities for the fust five years. 



Ths organha must consider who will b& eligible to rrceivc grants and tht eligibility 
requirements for grant recipients. Potential recipients oould include: public agencies, LCGs, 
NGOs, private ir&vidds, businesses or academic institutions." Gmi awards could seek to 
promote partnerships or informal collaborations between these groups, which heretofore may 
have had little contact with each other. The organizers should consider whether they want a 
specified percentage of the grant awards to go to ceRain sectors (i.e. UXs, NGOs, 
government agencies) or types of progms (i.e. integrated conservation and development 
projects, forestry hhkitives, environmenaf training and education). 



3.8 Grant A~pPjcations, Awards and Monitoring 

The criteria used in selecting g m t  recipients wi92 usually revolve around the abilities and 
experience of the individuals or groups involved in the proposed projects, and thc projects' 
relevance to funhering a foundation's objectives.I2 A foundation Bould establish clear 
crireria and guidelines for grant decision-making that could be laid out in a users manual for 
grant a p p k m t s .  fn this regad a grant application could include: an appkmt's name, 
address, telephone and fax numbers; totd mount requested and in what currency; duration 
of project; organbtional information such as history, mission, stntchlrr, staff, budget, 
principd activities and accompIishrnents; background and justification for the proposal; work 
plan; staff for key positions; referenas; and future activities. In order to reach gr;ass~~(st;s 
organizations in rural areas, a foundation's staff will Wrdy have to help such organiza~ons 
prepare grant proposals. 

A foundation will need to establish w i n e n  terms and procedures for its grant awards and 
monitoring, covering: (1) the amount of the grant and the currency to be used; (2) a 
description of h e  project; (3)  the budget for the project; (4) the schedule for completion of 
the project; (5) the timing of disbursement of the g a r  a d  whether it wkU be a lump sum or 
multiple payments; (6) procedures for disbursement, such as cenification of progress and 
compliance with the terms of the agreement; (7) who will have custody of the grant funds 
following disbursement to the grantee, such as a special project account to be dnwn on by 
approved signatories: (8) regular progress and expenditure reports; (9) provisions for audits 
and inspections and other procedures necessary for a foundation's management 
responsibilities; and, (10) termination provisions for failure to comply with the agreement. 

A foundation's offiwrs should folIow a project's piogres though correspndence and 
personal visits so as to have ample opportunity for evaluation. In a grant-mldng foundation, 
the officers sbouId refrain from exercising control over the conduct of the project itself. 

3.9 Board of Directors 

Obtaining the right mix of actors to serve as directors represents a critical issue. Candidates 
could come from government and private sector institutions, LCGs, I d  and international 
NGOs, academic institutions and bilatepal arnd mdtilakral donors. One should be cautioned 
that choosing pmiculu candidates can set up a bias favoring either a continued control or 
dominant influence from outside the country, or control from within the country. 

The organize= could structure the board of directors in a variety of ways. Directon could 
be chosen by different interen groups, orgmhtions, or members (representative d'refton), 
or seats could be reserved for d ~ ~ t u r s  with particular expem'se or experiutce (reitricted 
dkectors), or sitdng directors could select heir own replacements or the remaisling directors 

l2 The W E  has formulated guidelines for reviewing proposals and awarding grants, see i n h  text at 
28-29. For a discussion of the EAI Cuuncii's grant procedures, see infra text at 37-38. 
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Conflict of itr&rest provisions would mabk a foundation to avoid self-ddhg abuses by the 
directors. Moreova, public participation, public access to inhat ion and public 
a~~urmtab%ty afford a means to ensure the programmatic and financial integrity of a 
foundatisn'a activities. 

Self-perpetuating and restricted directon would be more independent and less subject to 
political pressure. Resaricted dkcmrs a u l d  have specific expertise and experience or muld 
k drawn from luminary personalities of a rodety. Self perpetuating and restricted dire~tors~ 
however, could appoint friendly successors and over time the board could drift to extreme 
positions. While a run-away h a r d  would probably not receive new contributions, a large 
endowmart wou1d enable a foundation to continue in operation. In such cases the only check 
would be if the donon had made their contributions conditional on certain procedures and 
operations and if the dissolution procedures could be triggered. 

If billatmil and multiIateml donors or international, NGOs serve as directors, they could sewe 
for M interim period so as to foster the local capacity to manage the foundation and its 
activities." Alternatively, the foundation could have a bifurcated W d ,  with advisory and 
managing directors. Managing directors would make grant awards and programming 
decisions- Rqxsentatives h m  LCGs and NGOs could serve as managing directors, 
whereas representatives from the donor community and the govanmcnt could serve as 
advisory directors. The advisory directors would exercise a monitoring role and vote on 
m a w  requiring a super majority. A disadvantage to having a bilateral donor m e  on the 
h t d  is that this could discwrage otha bilateral donors from contributing to the foundation. 
Other donon may see the foun&21on as cdody tied with a particular damor - apecMy if 
that donor's name is nfleckd in ohe foundation's name, ms p b % m  could be avoided by 
haying a rotating bilateral mt. 

" USAD serves on the FPE interim board, but will not m e  on the regular bard. The United 
Nations Development Programme and ?he World WildDife Fund. serve on the B T s  Management 
hard .  Representatives fiom the Bolivian and U .S. Governments serve on the EAf Council at the 
pleasure of their respective governments. 



Obtaining directors from LCGs and NGQs complicated issues. Wile not every 
interested LCG and NGO could serve, the different types of LCGs and NGOs should be 
represented. The process of choosing such representatives, however, can be just as 
important as having the "proper mix." If LCGs artd NGOs lack confidence in the methods of 
choosing the directors, they will not see themselves as participating and being represented." 
All the LCGs and NGOs should be well informed of the process for selecting the directors. 
Regional meetings, newsletters and media announcements can help keep LCGs and NGOs 
apprised of developments. 

LCGs and NGOs could engage in a self-selection process and may wish to consider forming 
coalitions or variations there of to choose represerrxatives to serve as directors, For instance, 
the coalitions could represent different regions or sectors.15 Furthermore, these directors 
could serve for f mitd terms to dlow greater representation. l6 While this will make for a 
complicated, time consuming process initially - in the long run, this will prove far more 
effective. Another issue to consider is whether a foundation's president and other officers 
should serve as directors. If so, should the officers serve the same terns as the directors. In 
addition to having a broad range of LCGs and NGOs serve as directors, a foundation's 
adminisbative procedures and practices should be designed so as to ensure participation and 
input from these organizations. This could involve pzrticipation in advisory panels and 
regular consultations. 

While a foundation =ks to empower LCGs and NGOs and to involve them in the decision- 
making process, having influential people from the government, academic institutions, the 
dmor community, the business community, and international NGOs serve as directors could 
also be important for a foundation's success. A foundation could serve a satdytic role in 
bringing all the potentid actors together to discuss conservation and financing issues. Too 
often these groups view each other as either adversaries or irrelevant. LCGs and NGOs 
would thus have access to people to which they would otherwise not have access. A 
foundation would thus promote democratic institution building and political pludism. 

The directors could br& their fiduciary duties to the foundation through mismanagement, 
nonrnmagement or sejf d d i n g .  Failing to follow the charter and bylaws would constitute a 
breach of their fiduciary duties. The directors should acquire the information necessary to 
supervise the foundation's finances and operations, and regularly attend the meetings where 

NGOS in the Phnippines and Bolivia h?ve gone to great lenghs to promote participation by a 
broad m g e  of LCGs and NGUs in sefw .ing directors f ~ r  their respective foundations; for a 
discussion of these efforts see infra text at 24, 26, 35, 39-40. 

l5 The FPE will have two representatives from each of the three major regions in the country. 

The first FPE trustees will sdrve two or Wee year terms and NGO representatives on the EAI 
Council will serve three year terms, 



Potential direcaton should be aware of she commitment sf tine and effort this position 
ncpires. People interested only in the prestige of Klving as a dinetor should be avoided. 
There should be a strong orientation program b f d &  the d ' i to r s  with their 
responsibilities. This would include a thorough review of the hdatioa's ongoing activities 
and its charter, bylaws and any other documents and pamphlets which would provide a 
 omu ugh understanding of the foundation's history and purpose. Without this infomtion, a 
director could not participate intelligently in the management of foundation policy. 
Furthermore, the directors should be lolowledgeable about the foundation, in order to spread 
the word about the foun&fion's activities. Such advocacy work could entail fund taidng. 

The charter should specify the number of directors and lin the names and addresses of the 
initial directors and the a r g ~ ~ .  "I'here should be as odd number of directors so as ta 
avoid impasses. The organizers may want tu p i @  a range of directors, say seven to 
eleven, but not have the maximum number sexvt initially. The bylaws could provide that the 
foundation could pass mo1utions increasing or decreasing the number of directors and 
determine when the new &=tors leave office. 

TRe directors should probably not receive compensation for serving on the bard, but the 
board could authorize reimbursement for travel expenses and a reasonable per diem for 
attending board meetings and for service in connection with other foundation activities. 

Usually directors have all the powers necessary or convenient to effect any or all the 
purposes for which a foundation has bem organized. Specifically the board selects the 
]President and other officers, makes or amends the charter and bylaws, and manages all of the 
affairs and property of a foundatiom. 

The bylaws should provide for specified terms. h r m e  cases, however, there could be 
some permanent directors. Those directors with sgxifid terms should serve staggered 
t&nms. White slagged t a n s  arc a good idea, this regresents a novel idea in many axintries 
where directors all exit a board at the same time and itre replaced by a she of all new 
directors. Directors with staggered t a m s  and some permanent directors would provide 



s?abSty and continuity for a foundation. A related issue conems the eligibility of directors 
for reappointment. 

The bylaws should state the ~ u r e s  to be invoked for removing a director and for a 
director resigning. The directors could vote to remove a director for unapproved absences 
from meetings or neglect of other responsibilities as provided in the charter, bylaws or l a d  
law. D k t o r s  could submit their mignations orally or in writing or both, with the 
resignations submined to a dedg~ted perun. 

Director vacancies could be treated severat ways. A majority of the remaining dimctms 
could appoint a new director, or the organiza?ions that the departed director represented 
wuld sekct a new director. Additional issues are whether the new dirstur should save fez 
a ~ l l  sensl or for the duration of the unexpired m, and whether there should be alternate 
directors who would not only serve in a director's temporary absence but filI out his or her 
term i~ L!e event of resignation or removal. 

The directors should hold regular meetings at stated intervals as specified in the bylaws." 
Special,meetings could be held whenever called by a specified percentage, such as twenty- 
dive percent of the directors, or the foundation president. Notice of the meetings should be 
in writing and a specified number of days in advance of the meeting. Provisions could 
provide for waiving the notice in the event of an emergency meting. The written notice of 
meetings should provide a brief description of he  maners to be acted upon, and the time, 
date and. place for the meeting. The bylaws wuid specify that no other mamrs shall be 
considered at the meting,  except with the consent of ail members present. 

Regular meetings should be held often enough to enable directors to deal with grant 
applications and other business in a timely manner. The dimtors will need sufficient time to 
consult with the entities they represent, especially the directors who represent LCGs and 
NGOs, before voting. Thus, certain rnatrers coarld be brought up and discussed at an initial 
meeting and hen voted upon at a subsequent meting. 

The organizers need to amsider whether to q u i r e  the directon to vote in penon or if 
proxies wil l  be pennitteb. Rdated issues are whether dkecbrs should be dowed to 
designate an alternate or if directors may participate in a meeting through a conference 
telephone or similar ~ommrrnications equipment. A quorum at a meeting cuuM consist of a 
majority of all directors. The organizers should consider whether telephonic presence, 
proxies or alternates should be counted ta determine a quorum. Another consideration is 
whether there should be an alternative mechanism for traking action when a quorum cannot be 

J7 The FPE b a r d  will hold monthly meetings, and the EAI Administrative Council will meet at least 
every four months. 



Dmton should k disqualified from voting on any matter in which they or any members of 
thdr families or any organizations in which they or their families are affiiated, have an 
ink-. D h t o n  should also be prohibited fmm participating in the discussion of any 
proposed grant which, if approved, would result in a financial benefit for the directors, their 
orgmizatisns, their f d e s ,  or organizations with which their families are affiliated. An 
intenst could be defured in the bylaws as a direct prsonal or h c i a l  involvement." An 
additiunal restriction could specify that the organization from which a representative director 
comes can not m i v e  a gma while the d i m o r  serves on the bard. A related issue is 
whether to permit a director to vote on a grant hat would go to a member of the d f i o n  
which the director represents. Where a conflict exists, provision could also be made for 
technical review and recommendarions by an independent expert or expen advisory 
mhm. 

'Ihc EAI Council member 'may not patisipate in the discussior~ or approval of toy pmposed grant 
which, if approvd, would result in a h a n d  benefit for the member, any m m h r  of his M y ,  or 
an organization in which the member or my member of his family has a direct financial interest. 
Funha, a Council member may not pankipate in the discussion or approval of any proposed pant to 
an organization which the member represents. 



The directors may decide to pravide for an executive committee, finance mnf&ke, expc:rt 
advisory committee, nominating cornmime and other committees to d d  with prt icuk 
matkrs, as authoPized by the c b r  QT by the vote of the directors 9s a whole- A 
foundation, however, should avoid excessive delegation of board p w e n  to wmd#hxs.  An 
executive committee usually has authority to bind the organization on routine mattas. A 
finance mmmittee usually supervises the investment portfolio and nctivcs the auditon' 

An extKrt advisory c o m m i w  wouIb not Rave directors on it and could be 
composed of scmtists, economists, hwyers and other upcrrs? Such a committee may not 
be necessary if a foundation's staff has sufficient technical expertise. A nominating 
cornminee could be comprised of directors and impartial c u m m u n i ~  leaders from a broad 
range of backgrounds, who would mch be responsible for nominating and/or appointing a 
director from the luminary personalities in a society. The organizers should eonsider 
whether there should be a minimum number of directors on each committee and whether it 
should be mandatory for a director representing particular organizations or groups to m e  
on each committee. Also, the organizers should consider whether committee assignments 
should have term Emits. 

3.14 Officers and Staff 

me charter or bylaws should specify a foundation's offices and the duties of each office. 
Foundations u s d y  have a president, vice-president, masurer and secretary. The president 
should setve as the chief extxutive officer and be responsible for: day to day management 
and administration; prepring periodic lists of grant propods for the baud; oveWig  
pruject implementadon, reporting, ad evaluation; and rqmrting to the board. The '$ce- 
president usudy undertakes whatever duties the board or the president assigns and assumes 
the president's positioc if the president can no longer perform his or her duties. The 
traurer  supervises a foundation's funds and keeps the books. The secretary keeps the 
minutes and resolutions adopted by the directors and gives notice of regular or special 
meetings, 

The directors hire the nesident, and the directors in consultation with the president could 
hire the remaining off&s. A foundation should avoid relying on government persome1 for 
staff. Drawing on pmpk from the private secbx, particuhrly LCGs and NG05, wiil help a 
foundation survive political transitions and help d-pfiticize the decision-mWg process. 

The officers and a srnal! but efficient staff can review grant applidsns and handle other 
functions needing coninuous attention. The actual size of a foundation's staff will depend on 

Tbe W E  will establish an expen advisory panel comprised of scientisu and others with expertise 
retevant to the FfE's programmatic focus to advise the staff as necessary oo proposals requiring 
technical review. 



An honest broker who rmmands the rr~pea of and has a- to government, donors, LCGs 
and NGOs will have ta champion the foundation concept and organize the foundation by 
assembIing all the Me5 and promoting a process which permits broad partidpation. This 
p e ~ n  a u l d  ultimately sene as the foundation's first president. The president should 
probably not comc from the government or k a professional politician, but rather came from 
a K G  or NGO - if not from a K G  or NGO hen &om the academic or business 
ccmmunity. 

The organizers could decide to permit the foundation officen, in conjunction wi9h an expert 
advisbry committee, to make grant award decisions. The offims, however, would n a d  
explicit instnctims on the type of eligible projezts to fund. Under this arrangement, the 
EBkturs would focus on policy making and overall g o v m c e .  

FONAbaA bas dbmulated ul innovative solution to stafding problem, FONAMA's staff will be 
made available to administer various eaviromentd irccsunts - such a the EN Administrative 
Council, see *a text at 3 f -32. 



approved by the d k t o n . P  Directon, donon and possibly the public should have accw to 
a foundation's rmsds and proceedings. A foundation should publish an mud nzport of its 
8etivities and financial condition within a spxified time period, say skty days, afrer the end 
of its fiscal year. A foun&LSon should be prepad at my time to produce evidence that the 
funds in its custody have been exwnded in accordance with its c h e r  purpose and the 
programs authorized by the directors. This would atail having uptodate records listing the 
names and addresses of all gran*kes, the amount of the grant and the purpose of each gmt. 
A d=igna& officer should haw responsibility for m r d s  and repm&. 

A LCGINGO driven foundation may initially have problems with administrative and cbnnal 
capscity and require assistance to develop more professional systems. Many UXs and 
NGBs operate with informal and oversimplified accounting and adminisnative systems which 
do not meet the standards of multilateral and bilawalkmors. The donon should r e a k  that 
there will be a le%r?~hg curve and that while the fim year's report may be hcking, the 
reports wi31 likdy improve with experience. 

If the donors do not serve as directors, financial and operationd reports take on haeased 
importance. In keeping them apprid of a foundation's activities- ' K e  d~nors  c~mfo r t  Ievd 
cauld be farther enhanced by having the contibudon agreement with a foundadon include 
suspension and cancelIation provisions, wbch the donors could invoke in, ases of 
mdeficence or inadequate management. 

3. I6 Choice of lLaw 

The organizers should consider organizing the foundation and subjecting it to the host 
country's laws.P The organizers wiU ne;d o ensure that the provisions discussed herein, 
and the manner in which they are mated, are not repugfiant to the laws of the host country. 

3-17' Domicile and Areat of Owration 

The organizers should desigaaz the foundation's domicile and principle office and decide if 
the foundation wilI conduct its operations, either directly or indirectly, in alf parts of the host 
country or beyond the country's *burden, 

The FPE is orgaraikd under Philippine Law and the BTF is o r g e e d  under UMDP ~ u s t  law. 



" The RGUB will co~tribute d i n g  funds in lo& ~ m e n c y  or in Lnd equivalent to ten percent of 
&e BTFs dSursemesnts that y a .  

The WE's oadmment may be invaded upon mtd agreement ofthe Catral Bank and W d d  
Wlldife Fwd. The BTF wmm my not be h A d  d it has reacheel a minimum d u e  
mdmcmsiy ~~ upon by the full bard. F u ~ ~ r e ,  the d o w b b m  may not be Iwadd if i ts 
value would 9%t Mow $10 million. 1% ~~~, the Board shall reduce projected spading in 
mkxpent  yews so ;as m pr ior i t  b e  rapid repla &meat of the endomat to pre-invasion levels. 



hrrding midb threaten a foundation's viability if it is unable tr, handle Iarge sums of money. 
If a fuundaian acts rapidly ro award grants to hasnly assembled programs and projects, this 
could produce early skepticism that could not be overcome easily. A foundation should not 
fd ccmpiled to spend a13 its income as it comes in, b u s e  in the early years appropriate 
projects and programs may not be formulated. h the event the hnds are not rapidly 
disbriirs%d, ?hey should be invested so as to maintain their value in hose muntries vr/3& high 
inflation rates. 

In counhes with g m t  mnornic and political instability, the organizers may decide to 
establish offshore accounts- 771% a u l d  enhmce the possibilities of securing the endowment's 
capital against inflairion erosion. Aiternativdy, a donor might retain funds in a special 
escrow account pending direct project disbursement of the hndu. Furtaaemm, many 
developing countries do not have ;idequate capital markets, a d  investment diversificatkn and 
preservation of capital become critical c o n m s .  If an account is estabIishcd offshore, it may 
be easier to designate the law of a country other than the host country as the controlling Iaw. 
The problem with offshore accounts is that in many countries, particularly those that have 
experienced significant capital f ight ,  offshore bank accounts cany very negative 
connomtions. However, if an offshore account is esmblished and maintain& in an open and 
transparent manner, this may address many of the criticisms. Securing Phe financial inttgriq 
of the capital offshore, while deciding on its use onshore, may not in the end be kwnsistent 
with concerns of national sovereignty and pride. L3Gs and NGOs m y  decide it is in their 
intern to have the foundation maintain an offshore anount ,  since a government in desperate 
political or fmasrcid straits could be tempted to improperly use the funds. 

The UlhsPP provides invesrmem management services for the 87°F. 



A foundation could also soek charitable cx~ntfibutions from f~reign sources* If the host 
country negutkks a tax treaty with another my, a treaty provision could provide that any 
mt.15butions by the second country's taxpayers to the foundation could quatify for a . 
dcdu&on for tax purposes in the m n d  country. 

A der%;Z1ed charter and bylaws that address fie issues discussed herein offers one of the best 
methods to avoid problems. Resolving thae issues will Wtely prove time consuming aod 
difficult. Tke organizers will face pressure to act quickly because of mibid problem 
requiring immediate funding. The hard issues, however, should k resolved before 
proceeding. Given the diverse group of actors coming fiom different Iegd systems with 
wnflicthg nutoms, proccduns and codes of conduct, the charm and bylaws take on 
incmsed significance as the mechanism IO guide the foun&ion, Moreover, I d  law on 
nanprofit entities may noz be well developed, further necessitating &imce on the charter a d  
bylaws. 

The FPE orgnizws i~tenb to register the FPE with the Bureau of I n t d  Revenue as a certified 
donee and tax exempt imtiW0n. 



providing a choice of law provision, should &so have a choice of forum provision far dispute 
miohtion. While artritratisn can be expensive, it would likely prove less expensive than 
iitigalion in a wurt system. Providing for dispute resolution provisions, while essential, can 
prove p r i t i d l y  difficult. Some parties may consider i t  an act of bad faith t~ provide for 
contingencies if matters go astray. 

The organizers may wish to specify that ths foundation will not commence. operations until 
the bylaws have been approve0 or until a minimum endowment is established? Ifrhae is a 
target date by which a foundation must reach a minimum endowment and the foundation fails 
to meet that deadline, the MBU could provide that the donors' contributions wilZ be returned. 

The Foundation for the Philippine Environment W E )  has a detailed and w d  thought out 
charter and.bylaws &at wntain many of the provisions previoudy discussed. Appendix A 
indudes copies of the c h m r  and bylaws and merits close scrutiny. The b a r d  of trustees, 
however, will soon amend various provisions of the charter and bylaws, so the anached 
docurnem do not represent the find structure and opemtimal procedures. Tkis oase study 
will review the main provisions. In particular, the geneses of how the W E  came into 
existence warrants discussion because of the par~cipatury process it represents. 

Various groups had k e n  pursging different efivironmenWdeve10prnent track, which for a 
variety of reasons canverged and produced t!e FPE, Many Philippine groups wanted to 
establish new and innovative rdatio~ships with the donor community and NGOs in the 
develop& comtsies, which would involve channeling funds directly ta the growing number 
of XGOs w o r b g  at the grassrocrts lev&. The donor wrnrnuniq, while receptive to this 
id=. did not always b o w  who and where the grassroots groups were, as evidenced by an 
unfortunate incident where i q e  agrs-business interests formed a front NGQ and received 
foreign assistance funds, This incident highlighted tbe need to develop ~ c i p a t o r y ,  
tiansparent mtxhanisrns to identify appropriate and legitimate groups and projects. 

W e  the above events tzarrsplred, another group of actors established a debt-for-nature 
progm. In June 1988, the Philippine Department of Environment and Natural Resources 
@EM€), the HaPihn Foundation - a Philippine conservation NGO, ant the World Wildlife 
Fund (WWF) signed a debt-for-nature swap agreement covering ;rp to FL million of 
commercial bank debt. W T  aquired the debt, and Haribon and DENR received the local 

The B'IT will require $20 million to achieve the b e t  af financing required and will become 
operational when the endowment's initial Sf 0 million is raised. 



The S 125 million MAI package ultimately included $75 million fur GOP budgetary support, 
$25 miidion for policy studies. and $25 million for USAID'S Natural Rwurce  Management 
Program (NRMP]. The ?WhP funds are carmarked for a debt-for-nature swag with the 
converted hnds to establish an endowment fund for a LCWNGO driven fuun&~~n.~' 

WWF signed a cooperative agreement with US AID on April 22, 191, whereby USAID 
awarded WW a $6,133,884 gmt to provide support far the establishment and endowment 
of an enrimmental. forneatton in the Philippines. This suppwt entails a multi-phased 
program over approximately three yean to: 1) execute a debt swap which provide funds 
for sustainable natural resource activities 2)  manage the interim grant-making program, and 
3) provide technical assistance in the escdblishment and management of a sustainable natural 
murces management fouarda~ion. ?ir grant includes $5,000,000 for the fint debt swap and 
$1,832,884 for the technical assistance component. 



The u s m m  cooperative a g m e n t  specifies that USAID approval will be requirrd 
forr 1) membns of the Interim Board, 2) members of the Board of Trustees, 3) the 
foundation's charter, articles of incorporation and bylaws, 4) thne year work/ffnasleid p h  
for the foundation, 5) long-term financial plan for the foundation, 6)  all financial 
arrangemeno for ihe debt swap and the monetary praeedr, 7) any documen& or agreemall 
which transfer funds, pesponsibilities or authorities to the foundation. Furthermore, WWF 
will ensure that USAID'S approval rights an p m s e ~ d  in any documents issued or 
agreements entered inlo under the program. 

Months of intense negotiations efisud among the large NGO coalitions and indqxndent 
organhtions, indudizg Green Foru m-Philippines (a mnsortium of indigenous Philippine 
NGOs with interests in sustainable development and environmental issues), the Caucus of 
Development NCOs Nenvork (a broad consohum of community de~e10pmart N5Os known 
as CODE-NGO), church-bad groups, academic institutions, DENR and USAID. The= 
neg&arions led to the establishment of the FPE interim board. 'bhe hvo NGO consortia 
represent a wide spectrum of Philippine NGO interests and were able to mch  agreements 
acceptable to tbat community. Leaders from the NGO community, the Secretary of D m ,  
and a representative from USAID comprise the interim -board. Any member of the interim 
board can uercisc veto power. The interim board war, charged with developing the c b ,  
bylaws and grants prognm for the FPE, with the assistance of the technical assistance group. 

1 The interim board fust met in September 1991, and had held seven meetings as of Feb- 
1992. The primary items on the agenda were the debt swap32, drafting the charter and 
bylaws, developing a process for selecting the board of trustees, and developing the grants 
pmgm.  During Novenber and Daxrnkr 1991, the first phase of a regional outreach 
process was conducted by the Lqterirn b a r d  and the khnical assistance groq to seek input 
on the charter and bylaws and discuss programmatic priorities and the technical details of the 
debt-for-nature swap. This pracss entaied a series of 8 nationwide amsdtations involving 
512 representatives from 334 NGOs and 24 academic instkuticns based in L u m ,  Visayas 
and Mindanao. The technical assismce group also puts out a newsletter to apprise LCGs 
and NGUs of FfE developments. 

On Jmanuary 15, 1992, 'ne Philippine Security and Exchange Commission formally registered 
the FPE as a private, nonstock/nonprofit corporation. Funhermore, the FPE will be 

3t The NGOg irtsisxed that debt notes associated with the Bataan nudear power piant not be used in 
the deb: cowenion, since they believe ffduduient practices were associated with ttis project. 





4.3 Members, Trustees and Omcen 

The K G s  and MGOs that have been active in organizing the W E  are schedded to vote in 
h e  1992 for rqufar mrn to replace the interim a s t e a .  The new trustees will serve 
staggered te rns  of either two or three y m .  Onc of the at-large trustees will likely come 
fsom the Philippine business community. Another at-large trustee wiu Waly come from 
either the PUppine Finance Minimy or the Central Bank. me Finance Ministry and the 
Centtal Bank believe thzt since the GO? is pwviding the I d  cunency for the endowment, 
GOP finiwce representatives should have a seat on the Board. Many debt-for-nature 
advocates k k v e  that hvolving a host country's finance representatives in the process can be 
beneficial since this brings these p p 1 e  and the mvironmental community together to d i m s  
mvironmentaf: financing. Furthermore, having GOP finance representativa on the board 
could expedite future debt conversions and facilitate fund raising with the donor community. 
On the other hand, extensive govennment involvement in h e  W E  muld negate the objective 
of establishing an independent foundation. 

The FPE wili conduct future trustee elections differently. One of the first acts of the new 
t ~ s t e e s  will be to establish nominating cornrninees, comprised of K G s  and NGOs, in each 
of the thxe regions. Each cornmine will nominate four people to serve as trustees from 
that region. The sitting trustees wirf sefect two of the four nominees. 'Fhe committees will 
a l s ~  nominate two p p l e  for the i?ternational trustee positiorr and eight people for the four 
at-Iarge positiuns. The sitting tmstees, however, do not have to follow the nominating 
committees recommendations for the intpmationd and at-large positions. After reviewing the 
amposition atnd expertise of the six regional nustezs, the s i ~ g  ttustees will se!lect 
in~mationaf and at-large trustees who comp1emer.t and add sectoral balance to the board. 

The R E  officers dull consist of a President, such numbers of Vice-Presidents as deemed 
necessary, a S=w, a Treasurer, and an Auditor. Tne trusttees shall choose the President 
fiom among thcrnsehes md sZI-11 choose the other oficers who may QP may not Be trustees. 
The Resident shalt serve as chief execuzive officer and chair the Board rntxztings. me 
bylaws specify the fallowing duties for the Resident: 

Hdshe shall execute dl resolutions andlor decisions of the Board of Trustees. He/she 
shall be charged wirh directing arid overseeing the activities of the (FPE). Hdshe 



An inside auditor examine the WE's fiflancid records and audit its monies. T'he 
instees sMl dso designate an independent auditor to do an annual audit, which may be 
verified mudly by the Commissioner of L d  Revenue or his duly assigned 
aepaesenta?ive to asCertaLin if the EPE conhues to qualify as a donee and tax-exempt 
orgi3nhaf,sn. 

USAD indicates that it will not q u i r e  ios usual accuunting rkquirernents for each grant the 
W E  awds. This Will greatly fziLitate disbursing funds at b e  grassroots Ievel. In many 
c~untrks small MGOs and LCGs do not work with U S D  and other donors, because 
rqistratian and reporting requirements are too cumbersome. As a ,onsequence, the donors 
end up working with the k g e  NGOs headqwrtered in the capital cities. Nevertheless, the 
W E  will register with CrSAfD as a privak voluntary organization in ~ r ~ c e  with the 
m3es and regdations governing this prmxs. 



distribution of any coprate assets upon the dissolution or winding up of the affairs 
of the (ETE). 

In the event that the W E )  msacts any business with an enterprise where any 
member of the Soard of Trustees has, directly or indirectly, a substanrial interest, the 
Trustee mncemed shall abstain from voting on any matter relating to such 

Special series Centd Bank notes, with intens similar to Philippine Treasury Bills at market 
(currently around twenty percent), form the endowment The Central Bank required 

investment in this particular insmment as a swap condition. Consequently, few financial 
management decisions will likdy arise. The FPE will use the intenst fot grant awards aad 
adminisaative expenses; however, the principal may be used upon mutual agreement of the 
Central Bank md W. The C c n d  a l k  issued the no- in WWF's name, which hPs 
fiduciafy responsibility fm tbe funds. Once the FPE establishes a track record aaxp~d39e to 
USAD, WMa: w i l l  transfer the endowment fund notes to the lFPE, 

4.6 Grant Rei~ieats  and Eltieible Proiects 

The Program Development Cornminee developed the gnnrr program. A maximum of 
$3,000,000 pesos per year per proposal has been set fcr grant awards. This program wiU 
enable the FPE to establish a track record so as to gain financial independence from USADD 
and WWF. What a track record entails is not clear, but at a minimum the FZ,E must 
demonstrate the ability to manage a grants program. 

?he board prepared an operations manual specifying a detailed process for reviewing 
proposals and matring gmts. me peninem famres include: 

1. The staff must accept and log-in the proposais. The staff will contact grant 
applicants as necessary for additional information regarding their proposals. A 
dambase will be developed to track proposals. 

2. An expen advisory p e l  (DIP) comprised of scientists, NGO leaders, and others 
with exprdse reievant to the FPE programmatic focus will advise the program staff 
as necessary on propods requiring technical review. 

3. Based on the saff/EAP review, the board will make grant decisions. The staff 
will screen the proposals and reject thov that do not meet W E  guidelines; however, 
the board will receive a list of the rejected proposals. 

This  provision will be amended ro state that a Trustee must also abstain fkum the deliberations on 
my rnatrer in which the Trustee has an interest. 



* Mile this is a aiteria for projects funded by the M P ,  the WE may adopt broader criteria for 
ather FPE funds. 



USAEO insists that the FPE will have to establish a track record before releasing the 
endowment to the FPE. While here are merits to this @icy, USAID should specify the 
crimia with which the FPE must comply in order to establish a track recurd. 

The Government of EkYlivia (GOB) faced two critical problems in advancing its 
a v h n r n e n t d  agenda: the absence of mechanisms and institutions t~ cwrdinate and manage 
environrnentaI programs, and inadequate internal hanciid resources. h regards to 
financing, bilateral ad rnuitilawd finds now provide ;an irnpar'mt funding sour=, To 
address aurdination aid management prcblems, the GOB established the Fondo Naciond 
pan el Radio Ambkme (FONAMA) or National Fund fer the Environment, pursuant to 
Supreme Decree No. 22674 of December 12, 1990. FONAMA will raise and manage funds, 
and coordinate LIX activities of the implementing agencies. The Ministry of PIatnning and 
Coordination and USAID suppIi4 the initial funds tD establish F 0 H M .  

FONAMA works cfosely wiph the Grneral Secretariat of the Environment (SEGM.AY5. In 
January 1 9 9 3 ,  SEGMA mitiatd the Bolivian Envk~nmentd  Action Plan (PAA33)M, with 
f"ulancid assistance fiom the USG's P L  480 prugm", the World Resources Institute, the 
@ m a n  Government, and pledges from the Dutch Government. The P M  will establish a 
permanen1 planning process that incovrates the partxipatian of all sectors of the popuIation 
ttuough regional workshops. The P U B  will define policies and priorities and produce a 

reviewed environmental action plan independent of whether resources axe available 
to had programs and projects. 

FUN- will use the PAAB to identify sefecl pjects, then nise and manage funds for 
projects. This puts F O N M  irr a proactive, rather than reactive psition when 

" Seaexaria General del M d i o  kmbiente (SEGMA) 

Tbe P.L. 480 program provida for long-term mncessional financing of expn sales of agriculmrd 
comodiiies wirh repayment in Iocal currency. 



5.1 Structure and opera tin^ Procedures 

FONWA wiU provide. technical, administrative and fundraising functions. Thc 
adminimative function wiu entail rr;~cfdng the progress of each project and reporting to the 
dbnors. The technical hetion will entail providing assistance in the design, implementation, 
mduatkm and f!inantial management of a praject. Smdl teams of professionals, suppttg$ 
by consultants as needed, will carry out these functions. These teams ensure pmgmmatic 
m'lermce tc, the projects mQ activities. 

FOMAM[A provides an umbrella structure comprised of various accounl, each with different 
characteristics and objectives. This structure is designed to enable FONAMA ta operate in a 
flexible m n e r .  For each contribution, FBNAMA will establish an account with its own 
administrative munci.l. The structure for an administrative council consists of F O N W  ;as 

the fiduciary agent, S E G W  as the agency responsible for advancing a rational 
~ ~ n r n e n t d  agenda, the donoq ad the impiementing org~tioras  (both government and 
nmgsvmment). An administrative council3 dduties are as Pdows: 

1. formulating annual operaring plans f a  each of the projects funax%& by that 
accuun t, 

3. pexdoming techxiid and financial follow-up for each of the pmjwts, 

4. pdoming internal evdwtions of wch of the projects, 



FONAmA's current board of diresctors consists of: the Minister of Agriculture and Runl 
Affairs, as i s  chairman; the Secretary of the Environment; the Minister of R&g and 
Cwrdi"nation; the Mhisrer of Finance; the Executive Director of the League for the Defeztse 
of the Environrneni (LfDEMA)3a; Be Executive Director of the Friends of Natwe Foundation 
0"; the President of the Indigenous Confkderatiion of the Eastem Lowlands (CIDOB)@; 
and h e  Executive D k t o r  af FONAMA. 

A new environmentat law, however, will change the board's cornposition to seven members. 
Tbe national government will have three representatives and the Secretary Generat of the 
Environment will chair the bard. Three regional representatives will serve on the ?ward &I 
facilitate grater access to -regional organizations in the decision-m&ng process. The 
envi.ronrnentd couf.ails wiII supply the regional representatives. Each of Bolivia\ &e 
departments has an environmental council, comprised of representatives from government, 
the business community, LCGs and NGOs. FONAhaAYs three regiond representative 

" Liga de Defensa deI Mdio Ambient (LIDEMA) is a3 umbrella organization with the following 
members: lnstinrte for Ecological Studies, NationaI Museum of Natural Histoq, Beni Biological 
Station, Bolivian Wildlife Association (PRODEKA), Consmation Data Bank (CDC), 
Lnterdiiscip!hary Community Studies Center (CIEC), Center for Ecological and Integrated 
Development Studies (CEEDI), Bolivian Andean Club, EbIiviar, Emlogid Society (SQBE), BoIiviarr 
Society of Landsape Architects {SAPBUL), Institute for Research on the Greater Capacity in the Use 
of Soil (CUWT), Appropriate Tdmlogies Multiple Services (SEMTA), Eastem Region's 
Ecological Associati~n (ASED), Friends of Nmre FAN), Nod Kempff M e r d o  Natural History 
Museum, Conservatisriists Association of 'Foronto. 

" Confedacion Indigena d d  Qriente Boliviano (CDOB) k a wdederation of indigenous 
organizations of the eastern lowlands. 



FONAMA cannot act completely autonomously from the government, since FONAMA is a 
quasi-government agency. The question thus arises as to whether FONAMA will be able to 
take a long tern, independent approach to environmentat issues. Since FONAMA raises 
funds and is not dependant on the COB for funds, FONAMA does not have to worry abutit 
GOB budget austerity measures. Mowwer, if future governments lack a strong commitment 
to environmental protection and natural resource management, FONAMA m y  not s u ~ v e  
pli9iCa.l msitions. 

The funds FONAMA mhes a p p w  to be rngeted primarily toward government programs or 
projected programs, since FBNAMA follows ?he PAAB. Certainfy a legitimate objective, 
but the funds might not go for innovative activities. A knsion could exist in the FONAMA 
structure between funding existing government programs and funding new and innovative 
programs. FONAMA appears to have the flexibility to address this concern, as demonstrated 
by the Enterprise for the Americas Initiative account. This account shwld be tracked 
to determine the extent to which the EAI administrative council can act independently from 
the GOB, and po what extent the GOB tries to control NGOs and give the sate same measure 
of input in the distribution of external rewtccs to NGOs. 

FONAMA has yet #o establish bylaws, so the instant cast study is not able. to provide 
specific details an FONAMi's w h g  p d u r e s .  Moreover, since F O N W  is not 
Pbldly upemtionat, there is no tract mx *d to examine. This highlights a problem that 
F O N U  and similar institutions k,: in an tffurt to become operational - they have & do 
rdytryahang at once. 



The environmental component of the Enterprise for the Americas Initiative represents 
an attempt by the USG to promote govmment/NGO foundations. This case study wiU 
review the W legislation and the Environmental Framework Agreement signed by 
the USG and the GOB. The USG/GOB EFA provides examples of the implementation of the 
W environmenel component and a FONMh4 Administrative Council account. Appendix 
B includes a copy of the USG/G9B =A. 

The EAI legislation, which the U.S. Congress passed in the Fall of 1990, authorizes the 
WSG to restructure the 9.L. 480 F d  for Pea= debt for eligible Latin American and 
Cvibbea~l countries (host zounaies). These debts w U  be d u d  and the inkrest m the new 
obligations may be paid in I d  currency into an environmental fund managed by 
governmentJFJGO conssi-tia. 

The GOB and the USG entered into an E$I bilateral debt reduction agreement on August 22, 
1991, which reduced Bolivia's P.L. 430 debt by 80 percent from approximately $38.4 
million to abut  57.7 million. The restructured debt will be paid over 15 years a d  will bar 
inkrest at 3 percent per annum. The GOB will make 2d cunency inkrest payments tc, 
F O N M ,  

Simultaneously with the P.L. 480 debt agreement, the COB and the USG agreed on the 
complete cancellation of approximately $341 million in Foreign Assistance! Act debt that 
Mivia owed. This debt rduction was carried out pursuant to 22 U.S.C. Sec. 2151v, which 
gives the U.S. Resident authority to forgive debt owed to the USG by any 'relatively least 
devdoped muntry." AILhuugh the Act does not require an envkonrnentaI component, the 
GOB agreed to issue an environmental h n d  5 the l d  currency equivalent of $17.2 
miUion. FONAMA will receive principal and interest in semiannual installments eqarivdent 
to $1 million for ten years. The two transactions eliminated 10.22 perwent of Boiivia9s tot& 
 ex^^ debt md 83 percent gi Its debt to the USG. 

The E9I legislation specifies that a country wiu qualify for debt relief if it complies with 
four stringent requirements. These requirements include having in effect ur having received 
appmvd for, or, as appropriate in exceptional circumstances, be making significant progress 
toward the esablishrnent of International. Monetary Fund and World Bank macmeconornic 
reform programs. A muntry rnun dso have placed in effect major investment refoms in 
conjunction with an Inter-American Devebprncnt Bank loan or, othemise, be implementing, 
or making significant progress towards an open investment regime. Finally, a country must, 



The W legislation gives spedfic and important roles to NGOs in the host countrks. The 
P A S ,  which the WSG and the host countries will enter into pursuant: to the legkktion, 
q u i r e  that the host country make prompt disbursements from the Environmental Fund an 
Administering Body (Body). The Body must be composed of representatives from the USG, 
the host wuntry government, and representatives from a broad range of envifonmentd and 
I d  smrnmunity Qlevefopment nongovernmental organizations of aht host country. A 
majority of all the members of a M y  must be " I d  representatives from nonguvernmentd 
~rrgmizations, md scientific or academic bodies." Gavernrnerats are thus prevented from 
dominating the progms. 

?'he GUWUSG EFA provides that the EAI Administrative Coimcil (Council) shall consist of 
seven members. The Secretary Gened of the Environment and the Executive Director of 
FONAMA represent the GOB. The direc!or of the USAD mission in Bolivia represents the 
USG. The EFA (specifies that the private sector members will be "four representatives horn 
a broad range of EbLivian environmental and I d  mrnrnunity development nongovernmental 
orght ions ,  and scientific and academic Wies, proposed by the (GOB) in consuZtation 
with these p u p s .  These representatives *dl be approved jointly by the (GOB and US), 
appointed by the (GOB), and s h d  constitute a majority of the Councfi." W e  the GOB and 
US5 members w e  at the discretion of their respective governments, the private sector 
members s W  serve three year terns and may serve consecutive terns. 



The W legislation specifies that a Body wi i  manage md oversee activities sup~rted by &the 

environmental fund, be subject PO annual independent audits, and report a r ~ l u d y  on its 
activities. The EFA contains several provisions, which impkment this directive. 

The EFA provides that the Council shaU review grant assistance proposals to determine 
compfiance with the objectives of the EFA and approve work plans and disbursement 
schedules for funded projects. Grant agreements shall provide for at least annual pgress  
reports from the grantees to the Council and FON-. Such reports will raiew afl projst 
components essential to the successful achievement of the goals d the project. The Council 
will receive and certify FONAMA's progammatic and financial evaluations of each project 
and decide if independent cvalutiarions and audits of individual projects are needed. 
Furthennore, the Council, with F O N W ' s  assistance, will present to the GOB and the 
USG annudlly: 

1. a proposed annual program, by October 1, covering the following Bolivian fiscal 
year (Jafluary I - December 31); 

2. an annual report on the activities funded by the (EAI) account during the previous 
Bolivian fiscal year, which shall hclude on-going multi-year projects, by April 1; 

3. an annual financial audit by an independent auditor covering the previous Bofivian 
fiscal year, by April 1. 

Unless the GOB and the USG decide otherwise, the expenses associated with administering 
the EAI. account shall not exceed ten percent per m u m  of the GOB'S a n d  payments. 
FOMAMA has the responsibiky fix preparing a budget for these admi.nistrative expenses, 
which the Council md the representatives of  be GOB and USG must approve. During the 
fiscal year, FONAMA will manage these hnds to cover al l  its expenses (staff, equipment, 
and operations) and those of the Council associated with the operatio!! of the EAI account. 
FONAMA s h d  retain the Council's organizing statutes, written policie., operating 
procedures, minutes of meetings, and reports. In addition, a perananent record of the 
Council's decision criteria used b award grants shall be min&ed. FONBFuZ9 wifl keep 
the above m r d s  current and open for public inspection. 

The EFA provides that FONAMA shall promptly review grantliisbumment quests from 
the pa tes  and make timely disbursements pursuant to raptrive grant agreements. 
F O N M ' s  review is intended to insure the SecMcal viability of the project. 



7. efforts to generate knowledge, incrrase understanding and enhance publid 
commitment te conservation; 

8. design and implementation of sound programs of land and ecosystem management; 

9. promotion of regenerative approaches in fuming, forestry, fishing and watershed 
managemerat; 

10. agriculture-related activities, including those that provide for the biological 
prevention anrd control of irnirnd and plant pests and diseases, to benefit the 
environment; 

11. local community initiatives that promo& conservation and sustainable use of the 
avifanmemt. 



me EFA addresses the NGO conflict of interest issue that could arise in the grant awards 
psocess by staring that: 

k Council inember may not participate in the ddirmssion or approval of any pwsecf  
grant which, if approved, would mult in a financial benefit far the member, any 
member of his family, or ao orgmintion in which the member or any member of his 
family has a direct financial interest. Further, a Council member may not participate 
in the discussion or approval of any proposed gmt to an organization which the 
member represents. 

Grants shall be awarded to organizations on the menu of proposals presented to the 
Council, without regard o whether the proposing organhation is rqresmtcd on the 
Council. 

6.8 Dispute Resolution and Termination 

Either the GOB or the USG rnay invoke consultation procedures c o n s m g  the Council's 
reports and audits, or the implementation or interpretation of the EFA. Consultations shall 
&e place sixty days after the second party receives the written consuitztiofi request 
Fuzzhennore, the GOB and the USG may amend the EFA by an exchange of diplomatic 
notes. 

If either party detefinines that consultacior, failed u, resolve an issue, that party will notify i& 
Council representatives and the other party in writing. The GOB, u p  sending or Rciiving 
such written notification, sM1 notify FONAMA to suspend disbursements. If the GOB fails 
to suspend disbursements within ten working days of receiving written notifcation fIom the 
U S G , ~ ~  USG may require that interest payments on rhe debt k made in d o h  to a USG 
account. 

Ether parry rnay terminate the EFA upon six months written notice 's the other party. The 
GOB and the UCIG wiU. &em determine the disposition of the mounts. At the discretion of 
the USG, this  isp position d entail r n h g  interest payments in dollars to a USG account. 



As was rnentiioned in the FONAUA case study, the account wafiants tracking to 
determine the extent t~ which the EAI Council can act 'independently from the GOB. in 
addition to implementing select projects, the l3l.I presents an opportunity for KGs and 
NGOs to be involved in the design and execution of progms, and to be held accountable 
for Bh& actions. 



3[he MUA oudings a progm fur environmental ansexvation, which consists of the 
following types of activities: 

(a) Paining of foresters, ecologists, natural fesoune managm and otha 
environmental professionals and managers; 

(b) surveys of Bhutan's biologid resources and development of an bmlogical 
infunnation base; 

(e) environmental education in the schools and pubtic awareness campaigns; and 

(f) projects integrating consewation and development. 

While all of the above listed activities could have a positive impact on ~ l s n v i n g  biological 
diversity, at: BTF'5 income is too Iimired to suppost aU these activities. The Bomd 





A podon of tbe annual income earned by invesunent of the BTF prkcipd will fund projeft 
activities, with the other portion reinvested in order to hedge against inflation and to maim& 
or increase the Ral value of the principal. The Boatd must vote unanimously in order to 
invade tbt principal and at no time may the value of the principal be reduced to less than $10 
million. 

ARy of the parties may termhiate the BTF: by withdrawing fium the MOB, If terminated, 
the UNDP has the nqmndbility for wrapping up the BIT'S affairs. T%c asst% n%mainhg in 
the BZE will be distributed ro the donors in proportion to the paymats sMde by them 
gurswt tb the MQA. The MQA dm provides for disprrr mh~tion procedures. The 
@es will fun punue specified conciliation procedum md failing that, the parties shall 
p d  to bindjng arbimtion. 
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