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Panelist Biographies 
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through the ranks of Congress and was elected by his colleagues to serve as House Majority Whip for the 
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SUMMARY OF THE PROCEEDINGS 
 

In early May, Congressmen Roy Blunt (R-MO) and Harold Ford, Jr. (D-TN) introduced the 
Charitable Giving Act of 2003, or H. R. 7, in the U.S. House of Representatives—Section 105 of 
which calls for the elimination of administrative expenses from qualifying distributions to charity. A 
month and a half later, Bill Schambra had convinced the key proponents and opponents of the 
measure to appear together on a Bradley Center panel to discuss their views; Congressman Blunt 
joined the Council on Foundation’s Dorothy Ridings, Rick Cohen of the National Committee for 
Responsive Philanthropy, Harvard University’s Peter Frumkin, and a standing-room-only audience 
on June 17. 
 
According to Congressman Blunt, the main purpose of the Charitable Giving Act is simply “to 
encourage people to give more money” – approximately $43 billion over ten years, if estimates are 
correct. About the most controversial provision, Section 105, Mr. Blunt commented that the bill 
“challenges foundations to maximize their efficiency while delivering more needed grants at the 
same high levels.” As a conservative, he generally believes that “[it] is really none of the Congress’s 
business how we spend our money,” but that it is precisely Congress’s business to ensure that 
foundations operate efficiently because foundations “have the benefit of being …tax-exempt.” Blunt 
finds it “imminently reasonable” to require foundations to hike their required giving to approximately 
5.4 percent by excluding administrative expenses, as the provision would require. 
 
Dorothy Ridings began the panel discussion by making the case for the enforcement of current laws, 
including stipulations for IRS oversight, rather than the passage of Section 105. “…[T]he law already 
disallows administrative expenses that are unreasonable and unnecessary, and that law, if enforced, 
…solves the problems that perhaps were part of what motivated some members of Congress to 
address this administrative expense issue,” she pointed out. Rick Cohen agreed with Ms. Ridings that 
more oversight is necessary, but stood nonetheless behind Section 105. “I don’t think this is a matter 
of [questioning] whether administrative costs are legitimate…. The different between foundations 
and nonprofits on administrative costs is that foundations have assets to draw on… A nonprofit can’t 
give itself a grant to pay for its operating costs.” In support of the provision, Cohen emphasized 
current economic conditions and the “substantial element of room” for large foundations to put more 
money into grantmaking. 
 
From the audience, Independent Sector President Diana Aviv also participated in the event, along 
with Independent Sector’s Vice President for Public Affairs Patricia Read, Audrey Alvarado, 
executive director of the National Council of Nonprofit Associations, and her organization’s public 
policy analyst, Abby Levine. Both organizations had just voted to come out against Section 105 of 
the Charitable Giving Act. Patricia Read gave word of the Independent Sector’s stance during the 
question-and-answer session, and the National Council distributed its press release on Section 105, 
written just the day before. These and other positions were debated by an active audience; for details, 
please see the complete transcript. 
 
The New York Times’ Stephanie Strom published a piece on the event, “Foundations Resist Measure 
To Increase Charity Money,” the day after the event (p. A19). Two later pieces appeared in The 
Chronicle of Philanthropy (“Two Groups Oppose Foundation Measure,” June 26, 2003, p. 36) and 
The Washington Post (“Foundations Anxious Over Bill on Giving,” July 8, 2003, p. A3), 
respectively.  
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PROCEEDINGS 
Note: This transcript has been edited. 

 
 
MR. SCHAMBRA: Why don’t we get underway here. My name is Bill Schambra, and on 
behalf of the Hudson Institute’s Bradley Center for Philanthropy and Civic Renewal, I’d like to 
welcome you to this morning’s discussion, entitled “A Cost of Giving Adjustment?”* 
 
I’ve had to explain to a number of people just how clever that is-- 
 
[Laughter.] 
 
MR. SCHAMBRA: --which means it’s probably too clever. 
 
The Bradley Center takes its name from its chief funder, the Lynde and Harry Bradley 
Foundation in Milwaukee, and its purpose is to bring something of a critical perspective to bear 
on modern philanthropy and to try to reconstruct an understanding of philanthropy around the 
notion of civic renewal--civil society and civic renewal. 
 
The topic of today’s discussion is Section 105 of H.R. 7, the Charitable Giving Act of 2003, 
which calls for the elimination of foundation administration costs from qualifying distributions 
to charity. Such are the passions surrounding this proposal, that I feel it necessary to remind 
everyone that mere sponsorship of this panel today is not to suggest that the Bradley Center or 
any institution affiliated with it either supports or opposes H.R. 7. 
 
We’re particularly privileged to be able to open today’s session with remarks from one of the 
bill’s primary sponsors, Congressman Roy Blunt of Missouri. Congressman Blunt has to leave 
shortly for some votes up on the Hill, so I’m going to make a very brief introduction. 
 
After teaching at and presiding over Southwest Baptist University in Bolivar, Missouri, 
Congressman Blunt served as the first Republican Secretary of State in Missouri in 50 years. 
First elected to Congress in 1996, he rose quickly through the ranks and was elected by his 
colleagues to serve as House Majority Whip for the 108th Congress. 
 
It is now my pleasure to introduce Congressman Roy Blunt. 
 
[Applause.] 
 
CONGRESSMAN BLUNT: Thank you, Bill, and thank you for hosting this activity this 
morning. I’m trying to--the title, I don’t think this is going to make a movie-- 
 
[Laughter.] 
 
CONGRESSMAN BLUNT: --Section 105 of H.R. 7, the passions and whatever surrounding 
that, but thanks for the introduction. 
 

                                                           
* This event was held at Hudson Institute’s former Washington office located at 1015 18th St., NW, Ste. 300. 
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I was in my office in Springfield, Missouri--that’s the part of Missouri I represent, the 
Southwest corner--the other day, and one of my staffers was on the phone. My son, Matt, is the 
Secretary of State now. He’s the only Republican, besides me, to hold that job in the last 70-
some years now. He didn’t follow me, but he is the only Republican statewide-elected official 
in Jefferson City these days. 
 
And so he’s in Jefferson City, and I’m here, and I was hearing one side of a telephone 
conversation. This actually did happen. And my person who works in the district mostly with 
the media is talking to this lady, and she’s absolutely sure, Dorothy, that she had met me in 
Jefferson City the week before. And so I’m hearing Dan Wadlington talk to her, and the 
conversation goes something like this: 
 
Dan Wadlington says, "Well, was the guy you met, I don’t know. Roy is there. His son Andy 
lives there. His son Matt is there. He’s there quite a bit. I don’t think he was there. I don’t think 
you met him." He said, "Was the guy you met, was he a younger guy?" And then he said, "Was 
the guy you met, was he a really good-looking guy? Was the guy you met, was he a really 
bright guy?" 
 
Obviously, her answers to all of these were yes, yes, and yes. And then Dan said, "That wasn’t 
Roy." 
 
[Laughter.] 
 
CONGRESSMAN BLUNT: So I am not the younger, bright, good-looking member of the 
Blunt family, but I am glad to be here to talk about this and grateful to the Bradley Center and 
the Hudson Institute for allowing us to talk about this topic and to Bill for organizing the event. 
 
I want to talk just a couple of minutes about some other things in the Charitable Giving Act that 
Harold Ford and I introduced in early May. It’s the House companion to the Senate bill, the so-
called CARE Act in the Senate. It is the tax component, and maybe some additional things 
beyond that, but essentially it’s a tax-related piece to the President’s faith-based initiative. 
 
There are no divergent elements to this bill that relate to who can provide services or other 
things that, frankly, I think are better handled in specific pieces of legislation, and the purpose 
of this bill is to increase giving in a charitable way. 
 
The two major components of the bill, I thought, and still think, were the impact on 86 million 
Americans that give money to church or charity, mosque or temple and don’t itemize. 
 
And so we allowed them, if they have records that reflect that, under this bill, they’d be given 
credit for any amount of money they give between $250 and $500 individually, and obviously 
that’s another reason to go ahead and make those contributions. Frankly, it’s a reward for many 
of those $86 million people who are going to make those contributions no matter what happens 
and recognizes, in their tax structure, what we recognize for charitable contributions, generally. 
 
So 86 million people, we believe, give money to church and charity that don’t itemize their 
taxes. This bill allows them to do that up to $500 per individual or $1,000 per couple. That has 
lots of impact on lots of families. 
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The biggest amount of money affected by the bill is the opening of IRAs to gifting. I used to be 
a university president. I spent four years doing that, and I know that one of the most difficult 
“asks” you can make is when somebody comes and says, "We’ve got more money in our IRA 
than we think we now need. We were incredibly fortunate." For whatever reason, they believe 
they’ve got money in excess of their needs. 
 
You say, well, you can probably give that. There are only five or six obstacles, and if we do 
them all just right, there probably won’t be any dramatically negative tax consequences. That is 
a very weak position to be in if you’re the recipient of part of that $2.5 trillion estimated today 
to be in IRAs in the country. 
 
And so, essentially, for people over seventy-and-a-half, we allow them, in this bill, to gift their 
IRAs without tax consequences. And we not only allow them to gift their IRAs directly, but 
also to gift their IRAs in a split interest gift. 
 
You know, many people need and will use every single penny that they’ve got in their IRAs. 
Many people wound up incredibly more fortunate than they thought they would be with their 
IRAs, and particularly as they get into their 70s and begin to realize that their sources of 
income have been adequate for retirement, and they’d like to figure out ways, without tax 
consequences, to give that money to the things that they care about or the charities that they 
care about. 
 
We also want to do some things to encourage corporate giving. Over 10 years, we raise the 
amount that corporations can give from their annual profits from 10 percent to 20 percent. We 
extend current incentives for food donations and expand them in ways that encourage more 
food producers, more farmers or farm groups and more people that add value to food--grocery 
stores and restaurants--to gift food. I think that has potential for a real impact in a way that 
helps people. 
 
We expand incentives for corporations to increase giving. We also expand incentives to 
contribute scientific property or computer technology and equipment in a way that encourages 
all of those things. The reason we’re here today is probably none of those, and I hope all of you 
are supportive of those. And as you look at the broader bill, I would hope that has significant 
impact and certainly shows our motive for the bill. 
 
The issue that we’re here today, the issue that involves Section 105. What we do in 105 or what 
we propose to do in our bill is to remove administrative expenses from qualifying distributions 
for private foundations. 
 
As you know, the amount that you had to give if you were a foundation to maintain your tax 
status over the formula that you’re much more familiar with than I am, but the target amount 
was 6 percent until approximately 1976. In 1976, that was changed to 5 percent, and there’s 
been significant interest, off and on, since then by many groups and occasionally even by 
members of Congress to look at raising that number back to the number that was the number 
prior to 1976. 
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The current law, of course, sets the number at 5 percent, and in that 5 percent, you can include 
executive staff and salaries, fees and honoraria, travel and meetings cost, the costs associated 
with building and renting foundation offices, all of which are necessary and important. Nobody 
is arguing those aren’t necessary and important, but they’re included in the 5 percent. 
 
Because current law allows these to count toward the 5 percent, the amount obviously that is 
devoted to grant-making is less than if you said that the administration didn’t count in that 5 
percent. 
 
The number, by the way, I’m not sure where I have this in my notes, but the number of tax cost 
to the federal government, the projected number to our bill, is a little over $11 billion. Both 
what you’d extrapolate from that, and I think there’s an outside study that indicates that our 
bill, if it passed, over 10 years would result, if it’s going to result in $11 billion of tax loss, the 
federal government, it has to result in a lot bigger charitable giving than that. The number I’m 
seeing is around $43 billion. So the purpose of this bill is to encourage $43 billion more dollars 
to go to charity than it would otherwise. 
 
The reason that the administrative question is there is I think that’s one of the things that people 
have concerns about as they look at charities. One of the things they’d like a little more 
certainty about, as they look at how to gift their money, even perhaps how to set up a 
foundation, if they would know that over the years that a specific amount of money would go 
to charity, and that’s what we’re suggesting here. 
 
According to the data from the National Center for Charitable Statistics at the Urban Institute, 
the country’s roughly 64,000 foundations paid out $27.3 billion in 2001, $4.3 billion of which 
went to cover operating and administrative expenses. 
 
It’s also our concern that this legislation wouldn’t jeopardize the existence of foundations, and 
I understand, again, as a former university president, the important of endowment. That’s the 
reason that that’s one of the purposes that the foundation was set up or one of the purposes that 
has been appropriately arrived at since. 
 
There’s nothing wrong with perpetuity, nothing wrong with having an endowment. There may, 
arguably, be something wrong with growing that endowment, rather than meeting the goals of 
the foundation, but having the endowment is not a bad thing. 
 
The most recent IRS data available estimates that operating expenses make up 8 percent of 
total private foundation payout. If I have calculated that right, 8 percent of total foundation 
payout would be .4 percent of the principal. 
 
So basically what we did was if, on the average, if the IRS is right, what we did was say, okay, 
let’s not go back to 6; let’s go back to 5.4, and let’s not count the .4 as part of the 5. On the 
surface, that seems to me to be imminently reasonable, but that’s why we’re having this 
discussion, to find out how it’s reasonable, where the averages are off. You can do a lot with 
averages. 
 
In this case, the average would indicate that we’re not going back to the 6-percent number of 
pre-1976, we’re going to 5.4 percent, and we’re telling everybody who gives money to 
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charities or who gives money to a foundation, and I don’t believe there’s anything that prevents 
people from giving money to an existing foundation, but if you do that, the 5 percent of the 
money every year will go to the causes of that foundation. 
 
Historically speaking, payout rates are pretty low. Many of you remember, again, the 6-percent 
number. In 1999, a Council on Foundations study concluded that foundations could have spent 
up to 6.5 percent annually--are you with me here still?--6.5 percent annually over the previous 
48 years. This is a Council on Foundations study, 6.5 percent annually over the previous 48 
years and still have increased their endowments by 24 percent. 
 
Let me, since I’m--I’m going to stay as long as I can, about 20 minutes, because we’ve got a 
great panel, and I want to hear as much of what they have to say as I can, but let me respond to 
a few questions I think might be asked if I was here to respond. I’m sure I’ll, this debate, I’ll 
have staff who will stay here. 
 
Again, we’re looking for the best solution here. Whenever we put this bill together, I didn’t 
have a list of things I was concerned about, about the specific foundations. I was vaguely aware 
that there is a concern about charity generally and whether the money given to charity goes to 
charity. We’re looking for ways to encourage charitable giving. I think addressing this issue is 
one of them. 
 
One question would be that a foundation wouldn’t be able to afford proper oversight of their 
grants, and the grants would go unsupervised. It doesn’t appear to be, by the way, for the 
average foundation a problem, since they only spend four-tenths of a percent now of their total 
on administration. 
 
But the foundations do receive the benefit of being treated as tax-exempt organizations. In 
exchange for that benefit, they have an independent responsibility, as do all nonprofits, to 
provide proper oversight over their operations and abide by the law. 
 
Given that administrative expenses account for such a small percentage of foundation assets, 
and given that foundations have significant control over their overhead, they could reasonably 
continue to make grants at the same high levels, I believe. 
 
As one foundation executive wrote in a recent issue of Philanthropy Journal, "Taking out 
operating and administrative expenses will not force foundations to choose between efficient 
and effective grant-making. The bill challenges foundations to maximize their efficiency while 
delivering more needed grant dollars into communities already in need. 
 
One, another question, they’ll be driven out of business if they’re forced to make this kind of 
payout. I think the foundation study I just suggested would indicate that is unlikely to be 
accurate. The Ways and Means Committee, and almost all academic literature, argues that a 
sustainable payout rate is much closer to 6 to 7 percent than 5, and even the S&P 500 is very 
close to 7 percent over almost any term you look at, including the longest or the shortest, unless 
you want to look at some very narrow 12-month or 24-month period of time. 
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A 1999 study commissioned by the Council on Foundations suggests there’s little need for 
concern. A recent Harvard study found that the largest foundations saw a 7.62 return on their 
assets over the past 25 years, while paying out 4.97 percent. 
 
Another question: Administrative costs go toward assuring the quality of grant-making. Will 
the quality suffer if these costs decline? I just don’t know that there’s any proof of that. In fact, 
many of the newer foundations are generally streamlined and manage their money, manage 
more aggressively, they spend a smaller percentage on administration and seem to do an 
adequate job. 
 
And of course maybe the overall thing that, as a conservative, I probably would have some 
concerns about, too, and would share those with those people who many of you work with who 
would have them, is this is really none of the Congress’s business how we spend our money. 
 
That would be true if you didn’t have the benefit of being a tax-exempt organization. Really, 
once you decide you’re going to take that benefit, you decide that you are subject to a certain 
amount of regulation. You don’t have to take the benefit. You don’t have to be tax exempt. 
You can give all of the money away you want to and not have any, as far as I know, there may 
be some, I guess there could be some potential tax consequences. You never want to suggest 
there aren’t tax consequences of anything. 
 
But this being part of the discussion for the overall Charitable Giving Act is an important part 
of the discussion. It is just that. I think that there is substantial support. Harold Ford and I have 
over 80 co-sponsors already for a bill that we just started working on or at least we filed in 
May. We’re very open to listening. 
 
One of the most telling questions that some foundations have is what happens if we really are 
an operating foundation? At this point, I’ve got my staff, and the Ways and Means staff, 
looking at, well, why if you’re an operating foundation, how troublesome is it to truly become 
an operating foundation? If you become an operating foundation, you don’t have the same 
concerns or restrictions about payout. 
 
So we’re listening. We’re open on this. The central purpose of the bill is not to draw a huge 
spotlight on foundations and what they may be doing that is somehow causing concern. The 
central purpose of the bill is to encourage people to give more money. I think this is one of the 
elements that helps do that. 
 
There may be other ways to achieve it, and Harold and I are both very open to hearing what 
those ways may be, but at this point we’re moving forward with this bill. I feel good about its 
passage in the House, and some bill, with most of these elements in it, eventually--maybe not 
Section 105--but most of these elements in it winding up on the President’s desk and being 
signed into a law in a way that encourage Americans to do what so many of you commit so 
much of your time to seeing is done and done well. 
 
Thank you. 
 
[Applause.] 
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MR. SCHAMBRA: Thank you, Congressman Blunt. And we will understand that you have to 
slip out shortly, but we’ll try to get in as much of the conversation as we can. 
 
To host today’s discussion of Section 105, we’re fortunate to have with us Peter Frumkin, 
Associate Professor of Public Policy at Harvard’s Kennedy School of Government, where he’s 
also affiliated with the Hauser Center for Nonprofit Organizations. A prolific researcher and 
writer, he’s the author most recently of "On Being Nonprofit," an analytical study of the roles 
and responsibilities of nonprofit organizations in American democracy. 
 
And now he’s working on a similar book on foundations, right, Peter? We can expect that 
when, do you think? 
 
MR. FRUMKIN: Within a year. 
 
MR. SCHAMBRA: Within a year. Very good. As part of the Bradley Center’s series of 
monographs, we’ve asked Peter to update and combine a couple of essays that he’s done 
earlier. Some of you I know have seen them; one a study of foundation payouts and the other a 
study of the growth of foundation administrative structures in response to the Tax Act of 1969. 
 
So, Peter, take it away. 
MR. FRUMKIN: Thank you, Bill. 
 
I think we’re going to remain seated here so that we don’t move around too much, and we can 
get right into the questions. 
 
My role is just to give a little sketch of the background, introduce the two panelists, and then 
we’re going to try to keep the comments very brief and get questions and comments from the 
audience. 
 
Just a little background. We are right now in the midst of a very important and interesting 
debate about the public responsibilities of private foundations and the regulation of them, but 
this is not the first time we’ve had this conversation. 
 
Thirty-four years ago we had a conversation very much like this as part of the build-up towards 
the Tax Act of 1969. I’d like just to read a little comment by a foundation officer, a leading 
foundation officer, in 1969, about the process that led up to the passage of the first payout 
requirement and the first set of real major regulations bearing on foundations. 
 
"There was an atmosphere of terror. There was great fright and lack of understanding by most 
of the foundations that had not been closely associated with the legislative process. Most 
foundations around the country had not stayed close to the process. They’d read about it in the 
newspapers, and the description there had been very frightening. 
 
The whole process and thrust of the publicity about the bearing of this legislation on 
foundations was that it’s terrible, foundations are at least an endangered species, and they may 
well be on their way to extinction. The mood was one of panic." 
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Now, these words by a leading representative of the Council on Foundations expressed the 
feeling of the time, which was that any attempt of any kind to reexamine and possibly change 
the regulations bearing on foundations was potentially very dangerous. 
 
In reality, what we found is that today the foundation world is bigger, it’s more powerful, it’s 
more wealthy. So I think, at a minimum, as we discuss this current piece of legislation, I think 
we need to have a sense of moderation and a bit of detachment. 
 
On the other side, back in 1969, there were excesses on the other side, if we are to be 
evenhanded. On the other side of the issue, the advocacy world celebrated mightily after 
TRA1969. They believe that the passage of the Tax Reform Act of 1969 and the imposition of 
a payout requirement represented a profound blow for justice, that the scales of power had 
somehow been balanced and that the world had changed. In reality, of course, the outcome was 
much more modest. 
 
So my hope, in this conversation, is that we can have a discussion about this idea for reforming 
the payout requirement, one that will not tend towards extremes, but that will, instead, look at 
the nuances and the issues that it raises. 
 
To have this conversation, we’re very lucky to have, I think, two of the leading thinkers and 
advocates on either side of this issue. 
 
We have Dorothy Ridings, who is the President and Chief Executive Officer of the Council on 
Foundations, the national association that represents some 2,000 foundations. Dorothy has a 
distinguished career in journalism. She’s been on the boards of dozens, and dozens, and dozens 
of organizations. She will present the arguments against the provision. 
 
And on my other side, Rick Cohen is the Executive Director of the National Committee for 
Responsive Philanthropy. It is a leading watchdog organization in this field. Rick and his 
organization have been a voice in the wilderness, a voice on the outside, looking in and 
watching over this field for years. 
 
Rick has had a distinguished career in the nonprofit sector, including work at the Local 
Initiatives Support Corporation, the Enterprise Foundation, a whole host of other interesting 
positions leading up to his current role at NCRP. 
 
Rick, I believe, will argue for this provision. 
 
So we have a number of important questions we want to get to, and I hope that the audience 
will feel free to question both our panelists and, if possible, the Congressman. 
 
Among the issues I’d like to hear discussed, and I will inject occasionally a comment or a 
question, as necessary: 
 
First, will this legislation improve foundation philanthropy? Big question. 
 
Second, will it force foundations to be more efficient? Big question. 
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Third, will it actually push more money into the nonprofit sector? Big question. 
 
I’m sure everyone in this audience has other questions. We’ll get to them very shortly, but, 
first, I want to give Dorothy a chance to make the case against and then Rick a chance to make 
the case for this provision. 
 
Dorothy? 
 
MS. RIDINGS: Thank you. 
 
This is going to be a good conversation, and I’m going to make very brief remarks because 
there is so much wisdom in this audience. I know well about two-thirds of the people in this 
room, and some of them have a lot better insights on particular aspects of this particular issue, 
as the Congressman laid it out, than I do. So I’m going to leave it to them when we get to it. 
 
For example, a lot of the figures, we all know that there’s confusion about figures, and there’s 
dueling studies, and so forth and so on, but there are people in this room who are primary 
sources of that information. So rather than beginning with that, I’d like to first make some 
general remarks about the whole bill because, as you said--of course, you said that we would 
speak in opposition to the bill, you mean to the provision. 
 
MR. FRUMKIN: The provision. 
 
MS. RIDINGS: Because, in fact, Congressman, we are very supportive of this piece of 
legislation overall, with this one major exception, and I want to start out that way because we 
think maybe we’ve focused too much attention on this one provision and have overlooked the 
marvelous parts of the bill that we very much hope end up on the President’s desk, without 
105. 
 
[Laughter.] 
 
MS. RIDINGS: It really has the potential, and I don’t think I need to elaborate on that, to do 
some wonderful things, particularly giving a big shot in the arm to the charities of this country, 
and certainly that’s something that’s very much needed right now. 
 
Our major issues that we support in this bill, a couple of the ones the Congressman mentioned, 
and one that I don’t think he mentioned, the IRA charitable rollover we’ve been supporting for 
a long time. We’re initial pushers on that. 
 
The charitable nonitemizer deduction we’ve been with for however many years we’ve been 
working on this, and we have great interest also in the flattening and reduction of the excise tax 
because that will have direct, and that’s one where Rick and I are in total agreement, that will 
have direct, immediate effect of providing more money out the door because, as you all know 
in this room, that tax is a credit to the qualifying distribution, and so if you don’t have it or if 
you have less of it as tax, it has to go into that qualifying distribution, which means of course 
the great majority of qualifying distribution is grants, so it’ll become grants. 
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And we don’t want that to get lost in the conversation over this one particular provision, 
although this is the hot button. 
 
Not unlike members of Congress, the stewards of most foundations have two charges, as we 
see it. One is to do good work that improves lives, conduct solid, charitable activity, whether 
it’s through grant-making or through operating programs that benefit the public good, and at 
the same time maximize the value of each dollar, maintain the value of the foundation’s 
portfolio so that the corpus can continue to deliver charitable dollars well into the future. 
 
Now, not every foundation has the charge of perpetuity from their donors, but most do, and 
reasonable people have been differing about this latter provision, actually, about effective 
grant-making as well, since philanthropy was established in this country many hundreds of 
years ago. 
 
By our account, more than 20 studies have been conducted in the last dozen or so years, and 
every one of them reaches some kind of different conclusions. Legislative history shows that 
Congress has included administrative expenses as part of the payout requirement since that 
requirement was first imposed in 1969. And the reason that they allowed that, and then again in 
the 1980s, is that members of Congress wanted to ensure that foundations were well run and 
were well managed. 
 
This bill, if passed in its current form with this provision, poses a dramatic policy shift for 
many foundations that would threaten both the quality of their grant-making and their ability to 
exist in perpetuity if their donors so wished. 
 
Now, like government, our field, and you all know this well, has people who would abuse their 
oversight responsibility for unwise, unethical and unlawful reasons. The IRS ought to throw the 
book at those folks, but we know that the IRS is underfunded, and frankly it appears that they 
are undermotivated to provide the oversight on which our sector’s public confidence relies. 
 
And every one of us in this room should be concerned about that because that is the real 
ongoing toxic threat to the entire charitable world, grant-seekers and grant-makers alike. That’s 
an important part of our country’s history. 
 
Now, I have suspected that many who advocate elimination of administrative expenses from 
the payout requirement are not aware that some of the most important work done by private 
foundations is through their work that’s categorized as an administrative expense. 
 
I’m talking about program evaluation. I’m talking about ways to ensure effectiveness. I’m 
talking about bringing grantees together to discuss best practices and communication with the 
public about the issues and the programs that the foundation is interested in. I’m talking about 
management training for grantee staff so they can do their own work more effectively. 
 
I’m talking about research to help discern the depth of problems and the success of programs to 
deal with them, measures to ensure replication of particularly successful models. All of these 
are administrative expenses. Foundation work simply is not just check-writing. 
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And I was reminded by one of my colleagues today that this meeting here being sponsored by a 
public charity is fine. For a foundation, it would be an administrative expense, this very 
meeting. 
 
Now, I’ve said before that the provision proposed by the Congressman is like using a baseball 
bat to kill a bee. Are there some problems of excess in the foundation world? You bet, but the 
law already disallows administrative expenses that are unreasonable and unnecessary, and that 
law, if enforced, and that’s my point here, solves the problems that perhaps was part of what 
motivated some members of Congress to address this administrative expense issue. 
 
We have long advocated adequate appropriations to the exempt organization division of the 
Internal Revenue Service for just such oversight and regulation, and we can talk about that 
some more. I suspect somebody will raise that again, and I repeat that call now. They are 
woefully underfunded. We need that oversight, and that’s what we’re asking our government to 
do for the entire sector. 
 
I look forward to our conversation and questions where we can get to those particular questions 
about particular facts and figures, amounts, how inflation plays into this picture of investment 
return, how the cost of investment management plays into all of that, but I’m going to leave 
that for the audience, and we’ll pass it over to Rick. 
 
MR. FRUMKIN: Rick? 
 
MR. COHEN: Well, thank you. It’s a pleasure to be here with the Congressman, and with Dot, 
and with Peter, and I want to thank the Hudson Institute for also sponsoring this discussion. 
 
And, unfortunately, for me part of the problem is that I think I understand both sides of it, and 
if you ask me to switch sides and argue the other side, I can do that as well because this is an 
issue that is complex. It doesn’t lead to automatic answers. There are arguments on both sides 
that a reasonable discussion would actually take you into. So I think it’s great to be having this 
kind of conversation. 
 
Also, this is a fabulous issue because, as Dot has implied, it’s actually a lens for many other 
questions. And to some extent, when you start talking about the composition of qualifying 
distributions, you’re really asking a number of other kinds of questions. 
 
The first question is, really, what’s the obligation of institutions of tax-exempt wealth to share 
their riches with America’s nonprofit sector? Clearly, it’s the nonprofit sector that’s the 
ultimate delivery system for both the grant and nongrant activities of foundations, that it’s their 
functions that deliver the utility of the kinds of things that Dot talked about. And so how do 
you access the almost $500 billion in assets that are out there to really mobilize and support the 
nonprofits that are doing great work on the ground? 
 
The second question is what’s the nature and urgency of the obligation of private grant-making 
foundations when nonprofits are suffering what we call a quadruple whammy? And we’re 
particularly concerned about community-based nonprofits, where they are facing cutbacks in 
charitable giving, they’re facing cutbacks in government revenues, they’re facing declining 
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foundation grants, and they’re facing more people coming through the doors that are asking for 
assistance due to a prolonged, difficult economy. 
 
So what’s the obligation of foundations and why are foundation resources so important? To us, 
they’re important because they’re a particularly creative, and useful and flexible resource that 
nonprofits can use to respond to these unusual challenges. 
 
The third question that I think is implied, particularly by the Congressman’s remarks, are what 
is the appropriate measures for gauging and comparing how private grant-making foundations 
actually deliver on their obligations? It’s not a question of dictating morality. It’s not a question 
of saying to foundations your grant to a health entity is more important than your grant to an 
education entity or vice versa. 
 
It’s more a matter of saying what’s the measure of the quid pro quo that you can take the 
various idiosyncratic definitions of what a foundation does and say, from foundation to 
foundation, at a minimum, we know that this is the measure that, as a base measure, says to us 
something about what the foundation is doing. 
 
As Dot implied, it implies a fourth question, which is how much oversight and regulation of 
foundations is needed in addition to the sector’s own self-regulation? And the opening for this 
discussion, as Dot implies, is that we agree a great deal on the issue of the reduction of the 
foundation excise tax, but that tax, as you know, was actually meant for oversight and 
enforcement of some of these issues, and it hasn’t been put to that use. 
 
We’ve actually suggested that the concrete way to make that happen is to reduce that tax, as we 
agree with the Council on, but then dedicate that to the oversight function because, in that case, 
then you have the resource that is clearly generated by the entities that are generating the 
resource that can be applied to the particular task at hand, which was oversight. 
 
And then, finally, can we have a discussion of these issues, and I think we can in this dynamic, 
that crosses political divides, which is why it’s fun for me to be sitting here at the Bradley 
Center-- 
 
[Laughter.] 
 
MR. COHEN: Because my organization doesn’t get invited to many of these environments. 
 
[Laughter.] 
 
MR. COHEN: The National Committee for Responsive Philanthropy has long advocated for a 
higher payout rate. In the past, we were always challenged for being a product of the left, that 
we were simply doing this to defund mainstream philanthropy, and now we’re being called a 
product or a pawn of the right because there are Republican cosponsors, which makes us very 
confused as to which side we’re on. 
 
[Laughter.] 
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MR. COHEN: We actually look at this as much like the earned income tax credit, much like 
the nonitemizer tax deduction, much like urban and rural empowerment zones and philanthropy 
as issues that we think cross political divides and people of all political persuasions can find 
common areas of agreement and common areas for discussion. So that’s why we think this is 
an important issue, and I believe correctly that there’s been a lot of hyperbole on all sides: the 
advocates thinking this is the solution to everything in the nonprofit sector--it won’t solve the 
nonprofits’ problems; and the foundations thinking this is the death knell of foundations--I 
don’t think it’s a repeat of the fears of ‘69 either. 
 
So what does it call for? It calls for foundations to exclude their administrative and operating 
costs from their qualifying distributions. Our analysis is that if that occurred, it would not 
increase foundation payout to 6 percent. It would be roughly .4 percent.  
 
Now, there’s a lot of data back and forth that says what’s the right number of how much money 
this might generate if you took every single nickel allocated to administrative and operating 
costs and replaced it with grants. Some data says it might be $4 billion, and you look at those 
numbers, and you say, "Wait a minute. That includes some operating foundations, so it might 
not be $4 billion." 
 
IRS numbers would take us into a figure that if you extrapolate the growth of IRS numbers on 
administrative costs, they’ve been growing roughly at 9 percent a year over the past decade or 
so, and we estimate it would probably take you to about $3-point-something billion. A billion 
here, a billion there, as Everett Dirksen said, eventually you’re talking about real money, and 
that’s real money that could be money for nonprofits. So we think that’s very important. 
 
Some people would say that, for many foundations, the ratio of grants payout is actually higher 
than 5 percent. We’ve run a number of studies looking at large foundations, and for many top 
foundations, they are not actually paying 5 percent in terms of grants, they’re paying lower 
than 5 percent, and in some cases lower than 4 percent. So that there’s a substantial element of 
room for the large foundations, in particular, to be able to put more money into grant-making. 
 
There’s a concern that we’ve encountered that this is a measure meant to stop or prohibit 
foundations from spending any money on administrative or operating costs. We look at Section 
105, and it doesn’t do that. 
 
In actual practice, you look at how foundations actually count their money, and you’ll find only 
that private grant-making foundations, according to the IRS, only count 40 percent of their 
actual administrative costs toward their qualifying distributions, although for the top 100 
foundations, they count 62 percent of their administrative costs. 
 
You find foundations varying. Some foundations don’t put any of their administrative costs 
into their qualifying distributions. Some put some, some put all, some put probably an 
excessive amount that might not be appropriate. So, obviously, foundations, by their own 
behavior, can show that by taking administrative costs out of qualifying distributions doesn’t 
stop them from spending on administrative costs--and many of the largest foundations will 
show no administration costs in their qualifying distributions, and they actually spend a great 
deal toward that. 
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I actually join people in being concerned that some foundations might be inadvertently 
disincentivized not to spend on administrative costs by this, and particularly small foundations 
with one or two staff people because those small foundations actually are doing a fabulous job 
of getting a lot of money out the door with a rather small amount of staffing. In fact, they’re 
actually, in many cases, doing a great deal in terms of grant-making. 
 
I also get concerned, and I saw a great statement from the Annie Casey Foundation just the 
other day about the programmatic expenditures of foundations, where it is not simply an 
ancillary function of getting the money out the door; it is a real programmatic concern on the 
part of the foundation, where Annie Casey, for example, delivers huge value through programs, 
not just through administrative costs. 
 
But look at both of those categories. Small foundations tend to be putting out 5 percent in 
grants and more, so that by actually making this occur, it wouldn’t disincentivize them from 
doing it because they’re already getting the 5 percent out the door. And the Annie Casey 
Foundation is a historically huge grant-maker in addition to their programs. So that this doesn’t 
seem to disincentivize them either. 
 
The real question is for foundations that have been not anywhere near that, who have not been 
putting 5 percent in grants out the door, and how do we get them to increase that? 
 
Just to make a couple of quick points, because I’ve already gotten my 1-minute call here. When 
you look at the 521 largest foundations with assets over $100 million, they account for 51 
percent of all of the administrative and operating costs that are counted toward foundation 
payout. So you’re talking about less than 1 percent of foundations that actually absorb the bulk 
of this expenditure or at least count that toward their qualifying distributions. 
 
I don’t think this is a matter of saying that there’s a concern about whether administrative costs 
are legitimate. There’s nothing in Section 105 that I see that says that. In fact, the difference 
between foundations and nonprofits on administrative costs is that foundations have assets to 
draw on. They can spend it within their qualifying distributions, outside their qualifying 
distributions and so forth. 
 
A nonprofit can’t give itself a grant to pay for its operating costs. It can’t actually draw on its 
endowment to pay for its operating costs, and plus there’s a market for nonprofits. Even though 
they’re nonprofit, there’s a market. If they don’t deliver on their products and services, there 
are constituents, there are foundations that will withdraw money. There are government 
agencies that will no longer give grants. There isn’t that market to say what’s the appropriate 
level of minimum value that a foundation ought to be delivering. 
 
So there are lots of questions involved here. You can debate the studies on the kind of return 
that foundations need in order to maintain themselves in perpetuity. We don’t actually 
subscribe to the idea that foundations ought to spend themselves out of existence, but you look 
at how foundations receive money. It’s not simply through the market. Some 47 percent of 
foundations receive, in addition to market returns, they receive continuing contributions from 
family members and so forth. 
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Many foundations, particularly the newest foundations are not simply foundations which have 
family members involved in the allocation of resources. The family members are putting new 
money into their foundations. In addition, foundations are actually earning the income through 
rental--$309 million, I believe, in terms of rental income--another 1-point-something billion 
dollars in terms of other kinds of income. 
 
So they’re not static, one-time-funded entities. They’re dynamic entities that I think is a 
different vision or model of foundations than might have been discussed back in ‘69 or ‘81, and 
I think that we have to start thinking about how the foundation world has changed, how society 
has changed, how public policy has changed, and how foundation treatment should be changed 
in that context? 
 
MR. FRUMKIN: Thanks very much. 
 
CONGRESSMAN BLUNT: Rick, I’m going to have to go. It’s going to be a great discussion. 
I’m going to have staff here. I’d actually almost miss a couple of votes just to see Peter 
Frumkin defend my position, which doesn’t happen all that often. 
 
[Laughter.] 
 
CONGRESSMAN BLUNT: But I’m glad to have been here, and again thanks to the Institute 
for hosting today. 
 
MR. FRUMKIN: As the audience formulates tough, penetrating, difficult questions, I’m going 
to take the liberty of asking a first question. I’m going to ask one to Rick and one to Dot, and 
I’d like you to keep your responses short, so we then can go to the audience. 
 
Rick, let’s try a scenario. The legislation passes. The provision is enacted. All of a sudden 
foundations start to staff down. They sense that they have to reduce costs, they’re trying to be 
more efficient, they’re reducing the size of their staff. 
 
Isn’t one of the potential unanticipated consequences of this provision that foundations would 
then be in a position only to make grants to larger, more obvious organizations and, in fact, not 
have the same access to the smaller, less-prominent organizations? 
 
With fewer staff, with less outreach potential, foundations might be led to make bigger grants 
to bigger organizations, and that would go against, I would think, some of the interests of the 
progressives and the groups that you’re interested in supporting. Aren’t you concerned that, in 
fact, this would be a dangerous trend? 
 
MR. COHEN: I’m concerned about that already, and I think the issue in that is that’s actually a 
trend that’s occurring without Section 105. The percentage of grants going to large 
organizations is huge and increasing rapidly, and we have some actual numbers, and they are 
drawn from the Foundation Center numbers that actually will show that. 
 
So that the issue is that this doesn’t incentivize that because it’s already currently happening. 
That implies for us a two-part kind of answer. One is that, in the foundation world itself, I think 
there needs to be greater attention to the work of foundations in bringing the causes of 
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community-based and smaller nonprofits to the forefront and the implications of how they’re 
not being helped by the increasing average size of grants and increasing number of million 
dollar or more grants that are being given. 
 
And, secondly, there’s an obligation here for nonprofits. I mean, it’s one thing to talk to 
foundations and policymakers and say let’s debate it that way. The real question is for 
nonprofits to start speaking up, for the smaller community-based nonprofits to say we need 
more attention, we need to be more concerned, and we want the foundations to start to be 
responsive. 
 
So there is the potential consequence, but that consequence seems to be occurring without 
Section 105, which raises real questions about foundation governance and about foundation 
responsiveness to the 1.4 million nonprofits that are out there on the ground delivering services 
on the front lines. 
 
MR. FRUMKIN: Great. 
 
Dorothy, I have a question for you. It seems to me the best response to this provision would be 
to make a powerful argument that administrative expenditures, so-called overhead, is, in fact, 
value-adding work. 
 
MS. RIDINGS: Absolutely. 
 
MR. FRUMKIN: That would be the most potent, powerful argument. Yet, to date, we haven’t 
seen that argument made very well in the public, and I would think we would hear stories of 
how foundation staff were a positive value-adding component of philanthropy. We would see a 
long list of nonprofit organizations coming forward saying, no, no, we actually don’t want 
more grants. We actually want more interaction with foundations. We value this-- 
 
[Laughter.] 
 
MR. FRUMKIN: Where has the outreach been to the nonprofit community? Why aren’t the 
nonprofits coming forward saying, no, no, we’ll take engagement, not grants? 
 
MS. RIDINGS: Well, I won’t hold my breath until that happens. 
 
[Laughter.] 
 
MS. RIDINGS: But you’re absolutely right, and our major issue is that this forces foundations 
into cookie-cutter molds, that it says they all need to perform the same way. 
 
Your point is quite good. I think you’re laying the blame, rightly, on us for not carrying that 
message well and effectively. We have, if you will look at our speeches and our comments, 
you’ll see that it’s always in there somewhere, but you introduced me as a former journalist. 
My entire life was in the newspaper business until seven years ago, but I can tell you we’ve not 
made traction with that argument with the media. 
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We use that argument. Every reporter I’ve spoken to hears that message, but always ends up 
being the--killing the bee with the baseball bat or something colorful. That’s just not colorful, 
which is what you suggested. 
 
I will point out, however, that I was really heartened to learn yesterday that the National 
Council of Nonprofit Associations, which is the people essentially or at least some of the 
people that you’re talking about, indeed says this ought to be taken off the table--105 ought to 
be off the table. It’s a good discussion to have. It’s a good debate. 
 
They came out with that position yesterday. They support the elements of the bill that we’ve all 
talked about that I think most everybody, most people in this room would agree with, but they 
think 105 is spoiling the broth. And it is a conversation we ought to be having, we should be 
having, government should be having, charities should be having, the foundations should be 
having, and it’s happening now, but it’s happening in a crisis atmosphere. 
 
So their suggestion is that we take 105 out, deal with the rest of it, and then let’s continue this 
conversation. And I can’t disagree with that at all because you don’t have good conversations 
in crisis atmosphere, and we’ve been in crisis atmosphere for a couple of months now. 
 
MR. FRUMKIN: Okay. Good enough. 
 
[Tape change.] 
 
PARTICIPANT: [In progress.] --would either be to convert into an operating foundation or to 
split itself into two entities or to engage in some other IRS attorney-type gymnastics in order to 
continue doing what we do. Is there not a strong possibility that the total amount of 
philanthropic grant-making would actually go down as a consequence of the foundations 
converting themselves out of grant-making foundations and into other kinds of entities? 
 
MS. RIDINGS: I think that possibility certainly exists, and I know I’ve been quoted as saying 
that, although I certainly didn’t mean to say that all private foundations are going to do that. 
It’s going to be an option that some will choose, but many will not. But why should we have to 
force you into that position, into that mold that you don’t want to be in? 
 
PARTICIPANT: [Off microphone.] [Inaudible] would be pleased. 
 
MR. FRUMKIN: Rick would be pleased. 
 
[Laughter.] 
 
MS. RIDINGS: One other possible scenario, and again I’ve said before it would be 
discouraging a lot of activities. We’ve been encouraging for the 54 years that the Council has 
been in existence, because we think they’re good measures of public accountability, and due 
diligence, and so forth, it would discourage some of that. And, again, I’m not saying that 
foundations would all quit doing those things, but there’s another possibility. 
 
We may see the emergence of a whole new industry, an industry of intermediaries to whom a 
foundation could make a grant to do all of those things that they’re now doing themselves and 
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counting as administrative expenses. So what has that gotten us? It’s fostered another industry 
as an intermediary between the grant-seeker and the grant-maker. And I will contend that what 
we don’t need is anything more between the grant-maker and the grant-seeker. If anything, we 
ought to be bringing them closer together, which is what a lot of administrative expense 
activities do. 
 
MR. FRUMKIN: Rick, do you want to respond the idea that this is going to create an 
intermediary industry? 
 
MR. COHEN: Sure. We’ve actually heard the same thing. I think the problem with that 
statement is that it really says that foundations or at least the foundations that are thinking in 
that way are not being responsive to the fact that the ultimate delivery system for what they do 
is not themselves, even though, again, there’s huge value in what foundations do. It is the 
nonprofits that they assist and they give resources to. 
 
If foundations were to say, well, if we’re required to change our qualifying distributions by .4 
percent, we are going to basically keep the money and deliver it ourselves, I think that’s a 
thumb in the eye of the nonprofit sector. It’s a thumb in the eye of the public. I think it really 
doesn’t serve the foundation community well. It basically says, as a message, we’re more 
concerned about ourselves as institutions than we are about the delivery system that’s out there 
addressing the needs of people through nonprofits. 
 
I understand the feeling, and I understand the motivation, and I’m concerned about it as well, 
but I think it’s the wrong thing to do, and I think the better thing to do is to basically come up 
with a better formula for qualifying distributions and spend more money on nonprofits at a time 
when nonprofits need it. 
 
MS. RIDINGS: I simply have to speak back on that because, first of all, I wasn’t suggesting 
that necessarily would happen or even be very widespread, but I’m saying there’s many things 
you could do to get around that. The whole issue that we have not addressed here, though, is 
what’s driving all of this. 
 
For a foundation to exist in perpetuity, and I hope the Congressman did leave staff here 
because we really would like to talk to you, but some of the facts he has are really 
demonstrably incorrect, and I don’t fault him at all for using those because we say we’ve had 
dueling studies and so forth, but some of them are demonstrably incorrect. 
 
Now, the issue, however, of perpetuity is really the elephant in the corner that we have not 
really talked about. Should a foundation be allowed to exist in perpetuity? Our point clearly is 
yes, should that be the donors wish.  Should that be the wish of the foundation. Absolutely they 
should be allowed to do so. We’re talking about private money for the public good. The only 
way you can exist in perpetuity is to be able to have the assets to carry you into the future, and 
that is where the argument gets into these numbers. 
 
What we are still using is you have to have a 9.5 return consistently every year to be able to 
maintain your purchasing power in perpetuity. Now, the Congressman was pointing out the 
S&P 7-point-something over a period of years. I don’t know that fact. But if that’s true, he’s 
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not counting inflation. Inflation changes that whole dynamic. So do the costs of investment 
management, which does not count, as you know. 
 
Our 9.5 comes from a 5-percent payout, and again I will tell you that the foundation payout rate 
is over 5 percent. You have over a period of at least 40 years a 4-percent inflation rate, and I’m 
not talking, right now, we’re not at 4 percent. A bunch of years, we were in the double digits 
and way up in the double digits in inflation, and at .5 percent, which is the cost of your 
investment management. So that’s been kind of our mantra, and it changes a little bit from 
year-to-year, but not much. 
 
MR. FRUMKIN: It’s useful to actually think back to 34 years ago, when this first conversation 
happened, because back then the actual issue on the table was a death sentence for the 
foundation world. Congress was contemplating a 40-year cap on the lifetime existence of 
foundations, and the payout requirement, which was enacted in ‘69, was a last-minute 
compromise, with no research to this idea of a death sentence. 
 
So now we’re having this debate about the payout requirement, but it’s actually important to 
realize that the only reason we have the payout requirement is because we didn’t confront this 
issue of perpetuity 34 years ago. 
 
MS. RIDINGS: That’s an excellent historical point. It really is. 
 
MR. FRUMKIN: And it’s still a big elephant in the room. 
 
Other questions from the audience? 
 
Yes, sir. Please announce yourself. 
 
MR. TAYLOR: I’m Earl Taylor from the Annie E. Casey Foundation. Thank you, Rick, for 
citing Doug Nelson’s point, but there are a couple of other points. 
 
The Congressman made a good point about the intention of this being to have more money out 
the door. Given the way that we work, where we have a direct services arm that provides long-
term foster care adoption services to kids that wouldn’t be able to be served otherwise, we 
actually take from state agencies the cases that they can’t do, and by our practice we’re actually 
leveraging how to do this better, as well as our programmatic work, where our staff are 
engaged with nonprofits in doing their work better. 
 
The question is: More money or smart money? In the way we do our work, we make a lot of 
small grants. Our grant-making ranges from $1,000 to $3.5, and we’re one of the 12 largest 
foundations. So we actually give a lot of money to small organizations working at a local level. 
We firmly believe that nonprofits doing the work at a local level is a way to make effective 
change to ultimately improve the lives of people in this country, but is the question getting 
more money out the door? 
 
I mean, we’ve seen government programs growing in size and not becoming more effective, 
but are we going to be smarter about the money? And that’s the approach that we have used 
with our direct services arm, as well as our higher engagement philanthropy. This does not 
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encourage that type of philanthropic behavior. As a matter of fact, it does work as a 
disincentive because you end up having the payout, and Casey does use it as a floor. 
 
And that’s a history that there’s argument about whether foundations treat it as a ceiling. We 
clearly don’t, but if you don’t then encourage that model, and you disallow these expenses that 
are used for programmatic efforts, it does, in fact, I think, work counter to the ultimate end of 
us being more effective in our philanthropy. 
 
MR. FRUMKIN: Rick, this is a question about effectiveness. Will this make foundations less 
effective? It may make them more efficient, but will it reduce the effectiveness? 
 
MR. COHEN: Again, a lot of these things are projected into the future. I look at the Casey 
Foundation as an interesting model because you’ve actually gotten money out the door, and 
rather than a floor, most foundations use that 5 percent as a ceiling or many foundations use 
that 5 percent as a ceiling, and often that 5 percent is not 5 percent in grants, it’s 4 percent or 
3.5 percent. 
 
So the money that gets into the hands of the nonprofits, including those small nonprofits that 
Casey serves, is not coming from any other foundations, and Casey people know that because 
they’re out there not only promoting smart grant-making, but they’re also promoting grant-
making among other foundations that are actually doing the work. 
 
What I look at the Casey Foundation as doing is as delivering programs. It is really out there 
pushing for programs that have direct benefit, and it puts the money out, and many foundations 
would be well advised to actually follow the Casey model. How this would disincentive Casey 
is unclear to me because currently you’re well over 5 percent. 
 
You’ve been over 5 percent for a couple of years in terms of your actual grant-making, so that 
you would not be disincentivized from spending on administrative costs that you currently do 
because you do it. 
 
Many foundations that are much like Casey don’t even put their administrative costs and don’t 
put their program activities into their qualifying distributions. So it becomes a matter of how 
does the foundation want to be delivering its services, not based on what’s required in 105, but 
how does it deliver its real value, and Casey is an interesting model. I don’t see how Section 
105 would disincentivize Casey or disincentivize many others. It might actually incentivize 
many others to pour more money from their corpus out into the community. 
 
And, again, Dot mentioned the various studies out there. There are dueling studies that say 
what the impact would be. There are many foundations that have been spending well over 5 
percent and have said that this does not threaten their perpetuity, and that’s actually what they 
think they ought to be doing. So I think there are logical arguments here. 
 
What I would say, and I think this goes back to Peter’s question to Dot about the question of 
value, the question of what is the value of the various components of administrative and 
operating costs that are cited by foundations in their qualifying distributions; what’s the value 
of the payments that go to trustee fees; what’s the value of the compensation that goes to 
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executives; what’s the value of the 22 percent of the administrative costs that are cited as other 
expenditures when you go through the 1,500-page 990 PFs to figure out what that “other” is. 
 
Good luck if you can figure it out. Half the time, when you even find that portion of the PF, 
then trying to understand what the foundation has actually put in that provision becomes 
important. 
 
So one of the things that we would like to see come out of this, I would hope, even though we 
think 105 is a worthwhile provision, is some better analysis as to what the actual value is or 
isn’t of those administrative expenditures because there has been inadequate research. It’s not 
simply a matter of how you get the press to cover stories about the good things that foundations 
do beyond their grants, it’s what do you actually look at as the value that they deliver. 
 
Look at Casey, some great examples that many nonprofits would come out of the woodwork to 
testify for. Having come from LISC and Enterprise, you know I know Casey better than many 
people, and I was actually a consultant to Casey, so I know about what they do. But many other 
foundations might try to say that they are Casey-like in their delivery of programs, and I’ll bet 
you people at Casey would say, “Hardly.” 
 
So the question becomes what is the value that is being delivered for that, and how do you 
account for a value, and basically exclude things that may not be of value and how do you 
come up with something where you don’t masquerade expenditures that hardly have very much 
value and say that they are the equivalent of a grant, and that becomes the apples-to-apples 
comparison of how you make sure that when you’re talking about qualifying distributions, 
you’re not saying that an expenditure on offices or an expenditure on executive or trustee fees 
is the same as an expenditure on a dollar that goes into a nonprofit’s budget. 
 
MR. FRUMKIN: Over there, Tim Walter. 
 
MR. WALTER: Hi. I’m Tim Walter with the Association of Small Foundations. 
 
I have two quick points about the data that I’ve been hearing or just things to think about. One 
is to try and stay away from averages because in this debate, averages mask a lot of individual 
behavior, and so for us, for instance, within our association, we try or I try to keep honest by 
using medians, sort of like typical behaviors. 
 
Then, the other thing is to think about the issue of perpetuity and the donor’s motivations 
around perpetuity, because the foundations that this legislation will really impact are those who 
actually care about perpetuity. So you’ve got to segment your information looking at those 
foundations that do set the 5 percent as a ceiling and that care about perpetuity. So you’re 
actually working with, then, a smaller segment of the population. 
 
Then, I would ask something that, again, is just from our vantage point, working with 
thousands of small foundations--and, Rick, thank you for your comments. Small foundations 
put a ton of time into running their programs, a lot of volunteer time. But one of the voices that 
I don’t hear in the debate much at all, and I don’t know why, and maybe it’s because they’re 
kind of voiceless, but it’s the future donors. We’ve seen a doubling of foundation assets since 
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the payout rate was set at 5 percent. I’ve seen reports that say 80 percent of that doubling came 
from new donations to the field. 
 
Among ASF member foundations under a million dollars, 60 percent of them have yet to finish 
funding their endowments, and 40 percent across the entire membership, which goes up to over 
a billion dollars. Some foundations over a billion dollars are still donating to their foundations. 
 
So among this body of individuals that is still considering the field of philanthropy, still 
considering the foundation as a form of donation as preferential to a university endowment or 
direct giving to a nonprofit, isn’t it possible that this legislation, from among the small 
foundation community, isn’t really going to leverage much new giving to nonprofits, but 
actually has a downside potential of deflecting philanthropic giving? And with tax law changes 
and the like, that money will just be kept within the families. There are lots of ways to shelter 
assets. People form foundations because they want to give away money. They don’t do it for a 
tax benefit. And so I just worry that this is not entering the debate at all--either it’s not 
important or it’s just too difficult to get a handle on. 
 
Again, we support a lot of--well, actually, ASF does not support or oppose legislation. I will 
come right out on that. We don’t take a stand, but we can ask questions, from our perspective, 
about things that we see in order to inform that, and that’s just one that I just haven’t heard 
much about. 
 
MR. FRUMKIN: Dorothy, from your perspective, do you think that this provision would 
significantly change donor behavior when it comes to the creation of foundations? We’re 
talking about a modest increase in the payout rate. Would that be enough to change donor 
preferences about the creation of foundations? 
 
MS. RIDINGS: Well, again, I’ll just repeat that we’re talking in the aggregate, and it’s very 
difficult to do. Because just as Tim has pointed out, he’s talked about the differences among his 
membership and the differences among our membership. Doug Nelson’s letter was a marvelous 
letter, and by the way this gives me an opportunity to say that was a great thing for them to do 
to send to their grantees to explain what this is about, and they do oppose this provision, even 
though they say it wouldn’t affect the way they do their business. 
 
But there is no, you know, "you’ve seen one foundation, you’ve seen one foundation." They are 
very different, and this is federal law that is trying to push everything into that cookie-cutter 
mold, which I think is a terrific mistake and is a disincentive and a discouragement I think from 
people with new ideas, innovative ideas, creative ideas about what they want to do with their 
philanthropy. 
 
MR. FRUMKIN: But at the same time Tim also has mentioned that people don't create 
foundations for tax reasons, and so it's hard to imagine how a small modification in this 
technical aspect of the regulations could thwart the formation of foundations. 
 
MS. RIDINGS: I will only say that he’s right in the main motivation, at least our survey 
consistently says people form foundations for the reason that he gave. 
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The second reason, however, the amount of what they do is very dependent upon tax 
considerations. 
 
MR. FRUMKIN: Comment? 
 
MR. COHEN: Yes. Well, as Tim knows, I think the small foundations are doing a fabulous job, 
which is why I actually cited them. Actually, I happen to like Doug Nelson’s letter as well. 
 
I’m glad Doug raised these issues the way he did, because the voices that are heard less than 
current donors or foundations are the voices of the nonprofits and what they need, and that 
becomes my concern--that is, what do nonprofits need in order to deliver on their functions, not 
just services, but advocacy and social change, a promotion of progress that’s really critical. So I 
worry about how that actually occurs and where their voices get into the mix. 
 
So that hopefully what’s going to occur here is a discussion that is not simply a discussion 
about foundation motivations, but the public obligation of philanthropy to address the needs of 
the nonprofit sector and to bolster a healthy civil society. So if this conversation goes in that 
direction, we will be thrilled to see that dialogue and get those voices into the mix as well. 
 
And just one quick thing on the uses of figures. I mean, the problem, as Dot has described as 
well, is that the data is all over the place. You can take NCCS data, you can take IRS data, you 
can take Foundation Center data, and you get three different sources of data, and you have four 
interpretations of what the data means. 
 
In part, what this points out is that it’s not simply a matter of different opinions. It’s that we’re 
dealing with lousy data sets. The fact that the excise tax has not gone to support enforcement in 
IRS is one issue, but IRS is not just an enforcement entity. It’s supposed to generate better, 
more reliable, more consistent, more fine-grained, quicker data that we can then have a better 
debate on, and unfortunately we don’t have this. 
 
The fact that we have not devoted those resources to support IRS enforcement and IRS 
research is really crucial. Even the Foundation Center has trouble getting the data. So that we 
are talking about an issue where we’re debating the behavior of 64,000 foundations. The IRS 
says there are 83,000 private foundations. 
 
MS. RIDINGS: Who knows. 
 
MR. COHEN: Many of them are really public charities that fail to meet their private support 
tests. Why do people create foundations? How will they behave in terms of how something--
the changes in the tax law? We don’t really know because the data is so bad because we’ve 
done such a poor investment in the infrastructure that supports philanthropy and the 
infrastructure that supports the nonprofit sector, and we’re all sitting at a disadvantage on that 
issue. 
 
MR. FRUMKIN: Good enough. Next question? 
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PATRICIA READ: I’m Pat Read with the Independent Sector. Just as an introductory note, our 
board of directors did meet last night, and we will be issuing a statement expressing our strong 
concerns about this provision and it holding up the other tax provisions that we support. 
 
But I have a specific question, and Rick you’ve commented on the problems with the data, but 
I keep hearing that the 5 percent is viewed as a ceiling, not a floor, which is not what the law is, 
and I’m curious as to what the basis for that charge is. 
 
Is it that the IRS is not enforcing the law, that there is a different definition or calculation at 
work here? Is it that there’s an ability for foundations to average that amount over time and 
look at expenditures over time? So what is the basis for that claim that most foundations are 
using it as a ceiling and disobeying the law? 
 
MR. FRUMKIN: I’m actually not going to let you answer that question immediately. I’m going 
to take a shot at it because I actually have a response to it. 
 
I did a study of foundation decision-making, in which I interviewed trustees across the country, 
and one of the questions I asked them was: How do you set the payout rate of your foundation? 
And many, many times I got the answer that our financial people come in, they tell us what our 
endowment was the previous year. We then take 5 percent, and we divide it by four, and that’s 
our quarterly grant budget. 
 
So, in fact, it has in many places become a ceiling, as it is currently implemented. It was 
conceived of as a floor, but in many institutions in which I’ve actually interviewed the trustees, 
I’ve found that it has become a de facto ceiling because it’s just a convenient planning tool. 
 
So, from an empirical point of view, I can tell you that many trustees view it, in fact, as a 
ceiling, and for planning purposes, it’s looks like a good starting point. In reality, it shouldn’t 
be the starting point. The starting point for determining the payout rate in a foundation, in my 
view, should be a consideration of strategy and goals. What are we trying to accomplish? What 
do we need to spend to accomplish these goals? 
 
But in reality, the trustees I’ve interviewed in my research have told me many, many times over 
and over again that the 5-percent number is the number that they start with to determine the 
payout rate for the coming year. 
 
MS. RIDINGS: But that’s not just because 5 percent is in the law. It’s because it has been 
proven over time that that is a financial planning wisdom, that if you’ve got to have 5-percent 
payout, have 4-percent inflation rate, .5-percent investment rate, you’ve got to make at least 9.5 
percent return on your investment every year, every year, every year, meaning this year as well 
or at least over an average time in order to be able to exist in perpetuity. So it’s not just because 
it’s in the law, Peter. 
 
MR. FRUMKIN: No, it’s not, but also there’s a huge amount of inertia in the sense that the 
number has been out there for 34 years. There’s a huge weight of professional experience and 
tradition behind the number, and my only comment, the reason I felt the urge to jump in here is 
that there is not some profound analysis going on within boards of trustees and foundations that 
I have interviewed around the payout number. In fact, it is a number that has grown in weight 
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and conspicuousness, but it is not grounded in a careful, careful consideration in many cases in 
foundations. 
 
MS. RIDINGS: But you are assuming, I really think you are making assumptions. 
 
MR. FRUMKIN: I am basing it on the interviews I have done with trustees, but that is just a 
quick response from my research perspective, talking to trustees about this question of ceiling 
versus floor. I’ll give Rick a shot. 
 
MR. COHEN: You’ve answered most of the issue. 
 
MS. RIDINGS: He’s already had that point. 
 
[Laughter.] 
 
MR. COHEN: The only point I’ll add to that would be again that 45 percent of foundations 
report receiving additional income, additional contributions, so that the idea of a foundation 
that is simply statically dependent upon returns in the market, the idea of a one-time-funded 
corpus that is entirely dependent on market returns, doesn’t really apply as much as it might 
have in previous years. 
 
Foundations get both income earnings: there are other kinds of noninvestment income, and 
there are 45 percent of foundations that report receiving additional gifts. 
 
MS. RIDINGS: But you’re requiring all of them to be the same in that statement. 
 
MR. COHEN: No, I’m not. 
 
PARTICIPANT: [Off microphone.] [Inaudible.] 
 
MR. COHEN: I can give you the citations outside. We have that data--IRS data probably. But 
in my experience with many kinds of requirements in law, where you say that there is a floor of 
"X," many times--because it’s a planning tool--people take it as a ceiling. 
 
When I worked in housing, there was a 25-percent minimum requirement in the federal HOME 
program; 25 percent of resources that cities received from the HOME program went to CDCs. 
Guess what they did? Twenty-five percent of resources went to CDCs. There were some that 
changed that, but basically the floor became the ceiling. 
 
I think what’s called for is both a look at how foundations have changed, how their finances 
have changed, how their sources of income have changed, how their dynamics have changed, 
what the behavior of large and small foundations might be in all of this, and whether 
foundations ought to be doing some better work on refocusing—no longer on investment 
banking or financial planning, but on mission. What’s the mission of the foundation? What is 
the foundation trying to accomplish? 
 
It could be that, based on the mission and strategy of a foundation, they would say that, given 
the issue they’re addressing, this is the time to spend more because a dollar spent now is more 
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important--because that dollar is not going to pay for very much in the future and might cost 
you $3, $4 or $5 that would not be available, even with the growth of endowments and the 
growth of grant-making. 
 
So that I hope that one of the things that this discussion creates is some return to the sense of 
strategy and mission in the voice of nonprofits in helping articulate the strategic mission for 
philanthropy. 
 
MR. FRUMKIN: But one further comment, which is the one problem with that is that no flat 
rate is going to allow foundations to make mission- conditional payout decisions, in the sense 
that a 5-percent number could be either too high or too low. 
 
The reality is a flat number, no matter what the flat number is, cannot be the right mission-
appropriate number for all foundations. That’s the real problem. If we want to open up this box 
about this payout question, we’d have to open up really big issues and say to ourselves that a 
single payout number cannot be mission-appropriate for all foundations; that, in fact, starting 
with 5 percent may be a number that’s too high, and it may be a number that’s too low. 
 
But what we can be pretty certain about is that no single number is mission-appropriate for all 
foundations. I take your point that there’s a weight of professional tradition, but my point was 
simply that in a strategy context, we cannot, no one with a reasonable point of view, could say 
that a single number is right for all foundations, and that’s what I found when I interviewed the 
trustees. I asked them why isn’t there a connection between strategy, and they said we just 
don’t make that connection. That’s all. 
 
Another question? In the back, stand up, please. Elizabeth Boris. 
 
MS. BORIS: Thanks. I also want to reiterate how appropriate this conversation is and thank 
you for holding it and thanks to Rick for pointing out the need for better data. As someone who 
has spent probably $10 million trying to work with these data over the last seven years and 
trying to make them understandable, we still come up with numbers that are being attributed to 
NCCS, which are not quite on target. 
 
The administrative expense number is a very difficult one to really figure out, and the payout 
for qualifying distributions are very, very difficult if you’re using IRS data. So I want to put 
myself in Rick’s corner. We need to have clearer, better ways of getting at those numbers. 
 
But it seems to me there are some underlying issues here about why we’re talking about 
targeting administrative expenses, as opposed to raising the payout. Why are we going after 
administrative expenses? Sixty percent of them really apply to the top 1,000 foundations. 
 
So if my numbers, and these are just ballpark numbers, if my numbers are correct or nearly 
correct, and they include failed public charities and all of that stuff, then what we’re really 
talking about is probably $1.4 billion of the $2-plus billion. That applies to 900 foundations--
they’re the big ones. 
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Are we saying that these foundations are spending too much money on administrative 
expenses, that they’re not delivering value--that’s part of the conversation that we’re having--or 
are we saying that we want to get more money out the door? 
 
I think that if you look at the administrative expenses of the small foundations, they are 
minimal--$3,000 for those that are under $100,000, et cetera, et cetera. So what is the issue on 
the table? We want more money out. Is it better--and I’m just throwing this out--is it better to 
go after a higher payout if it is our collective judgment that the times demand more money? 
 
I was the person who did a lot of those early studies--or at least commissioned them--that really 
solidified the feeling that the 5-percent payout was about right if you looked over 50 years of 
history, and that--it’s Tim’s point--was an average. That was for the whole field. Depending on 
what you’re invested in, et cetera, et cetera, it could be very different. 
 
And it did become a planning tool because many foundations before that were giving out a lot 
less, and many of the smaller foundations had very little in the way of investment counsel. So it 
did become kind of the mantra. If you wanted to exist in perpetuity, you aimed at 5 percent. If 
you look at colleges and universities, they are below that in their payout. 
 
So I’m not defending it, but I think we have to really come to grips with this. If you are a 
foundation that wants to exist in perpetuity, 5 percent is a planning tool. 
 
Now, the last 10 years would suggest that you can raise that maybe to 6 percent, but I think we 
need some careful studying that would consider all of the other factors. So let’s get behind 
what it is we’re talking about. Is it more money out or do we not like the way foundations are 
run? 
 
MS. RIDINGS: And this really is getting to the point where I had that conversation with you, 
Peter, because I think that is right on target. We have pointed out, and I think it was part of the 
discussion that Rick had with Barry Gaberman in that panel discussion, too, and I was trying to 
remember exactly--oh, I know, it was the DeMarche study and so forth.  
 
This is, if you’re really interested in getting more dollars out to charities, as well as enabling a 
foundation that wishes to do so to exist in perpetuity, then 5 percent is about right. And, again, 
it’s difficult to say what is a right number because there probably isn’t a right number for every 
single foundation. 
 
But over time, this was over a 40-year period, the foundation that spent 5.5 percent--and 
remember we’re allowing .5 percent for those investment management fees, so 5-percent 
payout, .5-percent investment fees--the foundation that is spending out 5.5 percent every year 
distributes $1.3 million more over that 40-year period than it would have if it had been 
spending over 6.5 percent. 
 
Now, if you all understand how those lines cross, the first year, 6.5 percent is more than 5.5 
percent. The next year it is "less more," whatever that is--you all can figure that out--because 
your corpus is less. And over a period of time, depending on the individual factors, those lines 
cross, and over a 40-year period, that foundation that is spending consistently 6.5 percent of its 
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corpus will be giving out $1.3 million less than the foundation that consistently spends 5.5 
percent. 
 
So that gets you both places. It gets more dollars out to charities over the long haul, admittedly 
not right now, which is a crisis time--I think we’re all admitting that--but it also allows the 
foundation that chooses to do so to exist in perpetuity. 
 
MR. FRUMKIN:  Good point.  The only factor is that the DeMarche study, as you know, does 
not discount the present value of giving versus future giving, and if we do that, the numbers 
totally flip over because there’s this whole complicated question of whether a dollar today is 
worth the same thing as a dollar 40 years from now.  I think most people in this room would 
say, no, especially because philanthropy believes in early intervention and nipping problems in 
the bud. 
 
Thus I take your numbers, but there is this complicated question of if we start discounting the 
value of giving, then this whole calculation becomes far more complex. But we’d have to have 
a whole other meeting about what the appropriate discount rate is for philanthropy, and believe 
me, that would be a complicated discussion. 
 
[Laughter.] 
 
MR. COHEN: That was my point. 
 
[Laughter.] 
 
MR. FRUMKIN: We’re past the hour. Is there any last question? One last question? 
 
MR. BELKIN: I’m David Belkin. I’m the Director of the Endowment Fund of the Jewish 
Federation, essentially a community foundation. We are not subject to the 5 percent. But I’m 
also chairman of the board of the Washington Regional Association of Grantmakers, most of 
whose members are subject to the 5 percent. So I have a foot in both corners, I guess. 
 
But my question--and maybe I was on vacation, and I’d like to hear from the panelists--have 
there been any public hearings on this? And would you guys be in favor of any public hearings 
to air some of these issues, in terms of getting more IRS enforcement, et cetera, et cetera? But 
as far as I know, this provision was stuck in the bill kind of at the end, and it wasn’t there at the 
beginning. So I’m just curious about that question. 
 
MR. FRUMKIN: Public hearings, and if there were public hearings, what should they be 
about? 
 
[Laughter.] 
 
MR. COHEN: My organization is so small, so our fabulous lobbying staff had to run to Capitol 
Hill when we heard about this and find out what the language was, and we still don’t know 
how it got in there. 
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But what we think is interesting about this is I don’t believe there have been hearings on H.R.7. 
I could be wrong, but I don’t believe there have been. What it has done is raise an issue that has 
been debated at the Council occasionally and debated--I moderated a session for Independent 
Sector once. It’s never really been discussed in a much more public venue. So perhaps the idea 
of some hearings that look at these changing dynamics might be worthwhile. 
 
There are people that I know of that have actually said that this is the time for a new Filer 
Commission, that there have been enough changes in society in the nonprofit sector and what’s 
gone on to say that here’s a time for some really good public discourse about the nature of 
philanthropy and the nature of nonprofits. Very credible people have said that. 
 
So I think that, while I’m not sure whether this occurs as public hearings in Congress, whether 
it occurs in a broad debate around these issues, I think there’s a good opportunity here for a 
dialogue that says what are we trying to get at, what some of the real issues that philanthropy 
should address, and what nonprofits really need. 
 
MR. FRUMKIN: Dorothy, hearings? 
 
MS. RIDINGS: I don’t know that anybody is really excited about the specter of public 
hearings. I think what is important is that we have these continuing public dialogues and 
conversations about that. 
 
I will also say, however, that--and I’ve been at the Council seven years--this is the fourth time 
I’ve been told that this is the time for a new Filer Commission, in all seriousness, and it started 
with a different issue each time, although they all coalesced in kind of the same venue. 
 
I really don’t know how I feel about that. I do feel like there’s a tremendous amount of 
misinformation, and a lot of it is the fault of us in this room, and a lot of it is the fault of the 
IRS. We could lay lots of blame lots of places, but we haven’t had good conversations about 
these issues I think in the field at-large, and I’ll let the Council take some blame for some of 
that. 
 
We do have conversations like this at our conferences. They are serious conversations, but at 
the conferences it usually is within a part of the nonprofit family, and our family is a big 
family. It’s not just foundations. It’s not just private foundations. I mean, we’ve got a lot of 
other players in philanthropy, and we, I think, have to be thinking of ourselves more as a family 
that needs to have those kinds of conversations. 
 
MR. FRUMKIN: Good enough. 
 
Thank you all for coming, and I want to thank the panelists for their excellent presentations. 
 
[Applause.] 

 
[Whereupon, the proceedings were adjourned.] 
 


