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Dear Readers:

One year ago the Council on 
Foundations launched the Building 
Strong and Ethical Foundations: 
Doing It Right (BSEF) program. This 
year, it is my pleasure to present this 
supplement, sponsored by MicroEdge, 
which provides a review of our BSEF 
work and some of the material our 
members find most useful.

For more than 50 years, the 
Council has provided legal services, 
publications and professional 
development activities to promote 
and enhance responsible and effective 
philanthropy. We have provided 
guidance and advice—both legal 
and ethical—that have helped many 
foundations start off on the right 
foot or rethink their procedures and 
policies after many, many years of  
grantmaking.

Recent allegations of abuse in our 
sector have enraged and disappointed 
many of us who know the wonderful 
stories of innovation, cooperation 
and results that our sector creates 
every day. However, they also have  
pressed all of us to reexamine our 
practices and hold ourselves to 
higher standards. And the program 
we launched last year aims to help 
foundations do just that.

The BSEF program brings a stronger 
concentration on the Council’s 
efforts to increase understanding and 
interpretation of legal practices, high 
ethical standards and the importance 
of having a strong communications 
program.

This supplement provides a short 
tutorial on conflicts of interest 
and other ethical dilemmas that 
foundations face every day. As 
Council members know, our legal 
staff is available to you. But any 
foundation that struggles with ethical 
and legal issues should also feel free to 
call the Council. 

2004 Accomplishments
■ Regional seminars. The 
support of our members, alongside 
partnerships with numerous regional 
associations of grantmakers and 
other organizations, have allowed the 
Council to conduct nine regional 
seminars among other BSEF activities. 
Thanks to the regional associations of 
grantmakers, community foundations 
and other colleagues, we were able 
to reach 400 foundation executives, 
trustees and staff. Six of the sessions 
were accompanied by workshops for 
professional advisors (350 attended). 
The most popular and engaging 
part of the seminars proved to be 
the small group discussions of ethics. 
Each group was assigned an ethical 
dilemma for which there was no 
legal interpretation, and was asked 
to recommend a resolution. As a 
result of the seminars, many attendees 
have expressed their intent to review 
their foundation’s conflict of interest 
policies.

■ Principles and practices. The 
Council’s educational efforts are 
underscored by the standards 
and stewardship principles that 
foundation staff and board members 
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across the country have drafted 
for family, community and some 
large private foundations, and 
for corporate grantmakers. The 
efforts range from clarifying legal 
requirements, to establishing 
operational norms, to setting a 
gold standard for the governance 
of grantmaking organizations. The 
program supported the drafting and 
adoption of stewardship principles 
by family foundations and by 
corporate grantmakers, as well as 
the implementation of community 
foundation standards, including 
training for peer reviewers.

■ Outreach to federal and state 
regulators and legislators. Through 
the initiative, the Council hopes to 
make resources available to educate 
regulators and legislators about 
philanthropy and to continue to 
advocate for an effective regulatory 
presence. Council staff met with 
Internal Revenue Service (IRS) 
Commissioner Mark Everson to 
discuss the need for more effective 
IRS oversight of the sector. 

The IRS also adopted one of the 
changes the Council requested to 
address abusive practices linked to 
Type III supporting organizations. 
On the state regulatory side, I 
gave a keynote address at the 
annual conference of the National 
Association of State Charity Officials, 
and Council General Counsel Janne 
Gallagher provided training materials 
and conducted a workshop on private 
foundation law for state attorneys 

general and charity officials. At least 
one state official expressed his intent 
to use the materials for staff training. 

Also, in a survey sponsored by the 
Council, civic leaders who were 
familiar with foundations—board 
members, editorial page editors, local 
officials, leaders of global companies—
put forward some provocative ideas 
for increasing our sector’s value with 
Congress and the public. These 
opinion leaders see the essence of 
foundations as uniquely American 
and embodying four key areas—
independence, vision, cooperation and 
accomplishment. 

Through the work of BatesNeimand, 
a social marketing firm, the Council 
reviewed the insights gained from the 
survey and generated a communica-
tions strategy that includes a clear 
message, ad concepts and other 
collateral that will help foundations 
better convey their contributions to 
society and strengthen relationships 
with those who know and value them 
most. 

2005 Agenda
The Council’s ethics-strengthening 
activities will continue in 2005. We 
will travel to more cities around the 
country, hosting regional meetings for 
foundation executives, trustees and 
professional advisors (visit www.cof.
org/strongfoundations). 

As part of BSEF’s focus on 
educational outreach, the Council 
will implement its Senior 
Advisors program, designed to 
engage experienced philanthropic 
professionals in peer-to-peer 
consultation with foundations that 
have management practice concerns.

The Council will continue to support 
the work of its constituency groups 
as they gather resources to ensure 
that the stewardship principles remain 
living documents, helping foundations 
reflect fundamental values in their 
board governance, management and 
grantmaking.

Finally, I would like to thank 
MicroEdge for its support of 
Foundation News & Commentary and 
for underwriting this supplement to 
the magazine.

Sincerely,

Dorothy S. Ridings
President and CEO

Recent allegations of 

abuse in our sector 

have pressed all of us 

to reexamine our 

practices and hold 

ourselves to  

higher standards.
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THE LAW ON CONFLICTS

With Congress and the media 
focusing on corporate governance 
and foundation administration, it is 
a good time to make sure that all 
grantmakers have a strong conflict of 
interest policy in place. Both private 
foundations and public charities (such 
as community foundations) should 
have clear guidelines on financial 
or other interests that must be 
disclosed and transactions that must 
be scrutinized or avoided. The policy 
should cover both board members 
and foundation staff. A robust conflict 
policy not only can help a grantmaker 
stay on the right side of the law, but  
also can keep the organization from 
engaging in behavior that gives even 
the appearance of conflict.

While the Tax Code does not 
require that a charitable organization 
have a conflicts policy in place, 
it would be difficult to achieve 
or demonstrate compliance with 
applicable provisions of the law 
without such a document. As the 
IRS moves forward with its plan to 
audit selected community and private 
foundations, it will no doubt look for 
evidence that an organization has a 
comprehensive policy—and that it is 
enforced.

Basic Rules
Board members or trustees of a 
charity have fiduciary duties to the 
organization. This means that they 
must be careful stewards of the 

charity’s assets and must put the 
charity’s interests first. On occasion, 
however, a board member’s other 
involvements—business interests, 
family relationships or political or 
other charitable activities—may  
make it impossible for him or her  
to provide disinterested advice to  
the charity. Especially when the 
matter affects the financial interests 
of a board member, this duality of 
loyalties may become a conflict of 
interest.

In addition, for private 
foundations, Section 4941 of the 
Tax Code prohibits a variety of 
financial transactions between the 
foundation and “disqualified persons.” 
This category includes substantial 
contributors to the foundation 
and its managers, plus members 
of both those groups’ families and 
businesses in which they have 
a large stake. Specifically barred 
transactions include rent payments 
to a disqualified person and loans 
from the foundation to a disqualified 
person—even when the terms of the 
deal would benefit the foundation 
substantially.

There’s also a general prohibition 
on the use of a private foundation’s 
income or assets “by or for the 
benefit of ” a disqualified person. 
That means that a foundation’s 
grants and other expenditures must 
not provide tangible economic 
benefits to disqualified persons. An 

exception to the bar on self-dealing 
allows foundations to pay disqualified 
persons reasonable compensation for 
very limited personal services that 
are necessary to the foundation’s 
operation.

For public charities, such as 
community foundations, financial 
transactions between the charity 
and its board members—as well as 
other “insiders”—are covered by 
the intermediate sanctions rules 
in Section 4958 of the Tax Code. 
Insiders also include major donors, 
charity executives and their families. 
If any payments to such insiders—
including salaries and payments for 
goods or services—exceed fair market 
value, the insiders, and possibly 
members of the organization’s board, 
will be subject to penalty excise taxes.

In addition to those federal rules, 
some states have laws that regulate 
whether a board member or other 
charity official may participate in 
voting or other actions when the 
board member has a financial interest 
in the outcome.

Getting into 
Compliance
Legal rules help shape the outlines 
of the conflicts policy that a charity 
should have. Both private foundations 
and public charities should have 
written rules—approved by the 
board—that require board members 
and executives to disclose business 

Part I: The Basics
BY JANE C. NOBER
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or other ties that may result in a 
conflict of interest or bias for or 
against making a particular grant or 
investment. Ideally, this disclosure 
happens on a regular basis—say, at 
the beginning of the year or when 
a director’s term begins. At the very 
least, foundation managers must 
be required to make full disclosure 
when a relevant matter is under 
consideration by the foundation.

Depending on what the 
manager’s conflict is, it may be 
appropriate for him or her to abstain 
from voting on or even discussing 
the matter. Additionally, the minutes 
of the board or committee meeting 
should note this abstention.

Foundation staff, too, should 
be required to disclose positions 
or interests that may give rise to 
conflicts. Does the program officer 
have a spouse who works at a 
potential grantee? Does the program 
officer personally receive consulting 
fees from nonprofits that may apply 
for funds? Depending on the size and 
activities of the foundation, it may be 
wise to have a parallel conflicts policy 
for staff members.

In addition, foundations should 
prepare themselves for situations 
where there may be no legal conflict 
but there may be the appearance of 
conflict. A board member’s printing 
firm, for example, might seek the 
contract to produce the community 
foundation’s annual report. One 

approach is to bar board members 
from doing business with the 
foundation. Another approach is to 
mandate a rigorous bidding process 
so that foundation managers can be 
confident that the best bid will win—
even if it comes from an insider.

The stronger and more 
comprehensive a foundation’s conflict 
of interest policy is, the easier it 
should be to spot conflicts and address 
them before they become a problem. 
Furthermore, when a foundation has 
evidence that it has gone through the 
procedures required by its conflict 
policy, it will more easily be able to 
defend its actions to the media or 
government authorities.

One of the most common questions 
about conflicts of interest is ‘May the 
foundation’s lawyer serve as a trustee?’

Often, the lawyer who 
drafted a foundation’s organizing 
documents stays on as counsel to the 
organization. He or she may be asked 
to serve on the grantmaker’s board 
as well. Is this permissible? May he 
or she participate in all decisions the 

board makes? May the lawyer be paid 
for the time that he or she devotes 
to board meetings and other legal 
work for the foundation and, if so, 
may the compensation be at the rates 
customarily charged by his or her 
law firm? Does it matter whether the 
grantmaker is a private foundation or 
a public charity?

The foundation’s lawyer may 
serve as a trustee or director of the 
organization—be it a public charity 
or a private foundation. However, 
a lawyer/board member should 
not participate in decisions relating 
to the retention or compensation 
of his or her law firm. The board 
should decide in advance whether 
the lawyer must recuse himself or 
herself from all discussion of those 
questions or only from the final vote. 
Otherwise, a lawyer/board member 
may participate in all of the board’s 
decisions.

Like any other board member, 
the lawyer/trustee should disclose 
any outside involvements that may 
give rise to conflicts. For example, if 
he or she (or the law firm in which 
he or she is a partner) represents 
charities that are potential grantees 
of the foundation, this fact should 
be disclosed. There is no bar on the 
foundation making a grant to those 
organizations, but the lawyer/trustee 
should probably recuse himself or 
herself from any decisions related to 
those grants.

Part II: 
Foundation 
Lawyer as 
Trustee
BY JANE C. NOBER
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Reasonable 
Compensation
The rules on compensating a 
lawyer/trustee are the same as those 
applying to many individuals whom 
a grantmaker pays. If the entity is a 
private foundation, the lawyer/trustee 
is a “disqualified person.” Disqualified 
persons may be compensated only 
for personal services that are reasonable 
and necessary to the foundation’s 
work and the compensation may 
not be excessive. Legal services are 
expressly included in the definition 
of personal services in the Internal 
Revenue Service’s private foundation 
regulations.

Assuming the lawyer’s services are 
necessary, what’s a rate of compensation 
that’s not excessive? The IRS’s 
position is that the amount similarly 
situated people are paid for similar 
work will be considered reasonable 
compensation. 

If the attorney’s law firm 
customarily bills clients similar to the 
foundation at the rates it proposes to 
charge the foundation, this may serve 
as evidence of the reasonableness of 
the rates. Ideally, a foundation would 
periodically compare the rates it pays 
with other similarly sized foundations 
or put its legal work out for bid.

If the trustees of a private 
foundation are compensated for 
their service, may the lawyer/trustee 
receive both legal fees and trustee 
fees? Strictly speaking, as long as 

all of the services are necessary and 
the total compensation package is 
reasonable, such payments will be 
permissible. However, if the lawyer is 
already charging the foundation for 
his or her time, foundation managers 
must ensure that legal fees are limited 
to services above and beyond those 
customarily performed by trustees to 
prevent double dipping.

Rules for Public 
Charities
If the grantmaker is a public charity, 
such as a community foundation, the 
relevant legal rules on compensation 
for a lawyer/trustee come from the 
Tax Code’s intermediate sanctions 
provisions penalizing excess benefit 
transactions, in which charity insiders 
(such as directors) receive more value 
from an organization than they have 
provided to it. 

Charities must pay no more 
than fair market value for services 
provided by insiders. They may 
establish a rebuttable presumption that 
the lawyer/trustee’s compensation 
meets this standard by having an 
independent committee consider data 
on comparative rates and approve 
the compensation, being sure to fully 
document this determination. Some 
community foundations put their 
legal work out for competitive bids 
periodically as well.

Other Conflicts,  
Other Rules
Sometimes, the lawyer/trustee may 
face a conflict between his or her role 
as a trustee and as the counsel for the 
foundation. These situations often 
will be governed by the state’s code 
of ethics for lawyers. If the board’s 
actions are an issue in a lawsuit, for 
example, the lawyer/trustee may not 
be able to serve as counsel in the 
litigation. 

In the community foundation 
context, lawyer/trustees may find 
themselves on both sides of a gift. 
For example, a lawyer who serves 
as counsel and trustee of a local 
community foundation may have a 
client with a complicated asset that 
she wishes to give to a charity. In this 
situation, the lawyer must disclose 
his dual loyalties. The wisest course 
for the board is to bring in another 
advisor to counsel them on the 
consequences of accepting the asset.

An attorney or law firm that 
has been with the foundation since 
its inception can be a marvelous 
resource—a repository of institutional 
memory, an ethical compass and 
a source of objective opinions. 
Having this voice of authority on 
the board can be enormously helpful. 
But foundation managers need to 
remember that their trusted attorney 
needs to be treated a little differently 
from other board members.

Disqualified persons may be compensated only for personal services that 
are reasonable and necessary to the foundation’s work.
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May foundation board members (or 
other closely affiliated individuals 
or businesses) manage foundation 
investments? May they be paid for 
this service? What factors should 
foundation managers consider before 
they select an investment manager 
who has a close relationship with the 
foundation? When is it a bad idea? 
What special procedures should be 
followed when a board member 
or other close affiliate is also an 
investment manager?

It is often tempting to look close 
to home for foundation investment 
expertise. Family foundations may 
wish to retain children of the charity’s 
founders to manage the foundation’s 
portfolio. Foundations sponsored 
by corporations, especially financial 
institutions, may consider putting 
their assets under the watchful eyes 
of corporate investment managers. 
Community foundations that work 
with local investment advisors may 
seek to tap the money management 
abilities of board members who are 
professional investors. While federal 
law is fairly permissive in that area, it 
is not always wise to mix investment 
management with those close 
relationships.

The Rules
The Tax Code generally allows 
both public charities and private 
foundations to retain and compensate 
individuals and businesses with close 

connections to the charity that 
manages the charity’s investments. 
If the entity is a private foundation 
and the investment manager is a 
“disqualified person” the private 
foundation must avoid committing 
an act of self-dealing. To comply 
with the rules, the manager may 
be compensated only for personal 
services that are reasonable and 
necessary to the foundation’s work, 
and the compensation may not be 
excessive. Investment management 
services are expressly included in the 
definition of personal services in the 
Internal Revenue Service’s private 
foundation regulations.

If the grantmaker is a public 
charity, such as a community 
foundation, the Tax Code’s 
intermediate sanctions rules 
penalize excess benefit transactions. 
Community foundations face an 
additional requirement in connection 
with investment management. 
Compliance with Treasury regulations 
requires that they establish a target 
standard for investment performance 
and that they retain the right to fire 
investment managers who do not 
meet it.

In all cases, an investment 
manager who is also a board 
member should not participate in 
decisions relating to the retention or 
compensation of his or her investment 
firm. The manager may participate 
briefly in the discussion leading up to 

the vote in order to answer any factual 
questions, but should then leave the 
room to allow the remaining board 
members to discuss and decide the 
issue. The investment manager should 
refrain from participating in board 
discussions of investment performance 
and should not be named to the 
investment committee if the board 
has one. The foundation should 
avoid investment management and 
evaluation by the same individuals or 
firm.

Like any other foundation 
fiduciary, investment managers should 
disclose other potential conflicts of 
interest. For example, where a grantee 
requests an endowment grant and the 
foundation’s investment manager/
board member has a contract to 
manage the grantee’s funds, this tie 
should be disclosed.

Beyond the Law
Just because the Tax Code allows 
an action doesn’t necessarily make 
it a good idea. Before selecting a 
disqualified person to manage a 
foundation’s portfolio, foundation 
managers should consider not only 
legal but also ethical and other factors.

Having an investment manager 
with close ties to the foundation 
does present ethical challenges. 
Will foundation managers feel 
comfortable firing an investment 
manager whose performance is 
not satisfactory? Will they delay 

Part III: Financial 
Managers and 
Investments
BY JANE C. NOBER



terminating a relationship—to 
the detriment of the foundation’s 
finances—because of the investment 
manager’s other work on behalf of the 
foundation or because of his or her 
relationship with other foundation 
managers? No one wants to be the 
private foundation CFO who has 
to tell a major donor that his child’s 
investment performance is terrible. 
Similarly, if a community foundation’s 
investment manager is also a big 
fundraiser for the organization, how 
likely is it that foundation executives 
will immediately pull the foundation’s 
assets from her company when she 
fails to meet benchmarks?

Other conflicts can arise when 
foundation investment managers are 
also family members of a donor or 
hold positions in the donor’s business. 
Loyalty to family or the family 
business could lead the investment 
managers to retain a foundation’s large 
stake in an enterprise when a more 
objective investor might diversify.

Despite those concerns, many 
foundations will still choose to select 
investment managers with close ties 
to the foundation. To ensure that 
those relationships are legal, ethical 
and publicly defensible, foundation 
managers should document:

■ The selection process
■ The professional skills and 

achievements on which the selection 
of the investment manager is based

■ The benchmarks used to set 

the manager’s compensation
■ The performance standards 

used to evaluate the manager’s work
■ The agreement under which 

the manager can be fired
■ The procedures, including 

policies and disclosure forms, that 
the foundation has adopted to avoid 
conflicts of interest.

When a foundation’s assets 
increase, so does its ability to effect 
positive change. Good investment 
management can help this happen. 
But foundations need to ensure that 
the deals they make with money 
managers are wise investments as well.

Ordinarily, established private 
foundations and public charity 
grantmakers would ignore the IRS’s 
revision of Form 1023, Application 
for Recognition of Exemption from 
Federal Income Tax. After all, these 
groups have already received their 
determination letters. But the revised 
Form 1023 and the accompanying 
instructions that the IRS issued on 
November 1, 2004, merit grantmakers’ 
attention.

The new Form 1023 is in 
the vanguard of IRS forms that 
are designed to educate tax-
exempt organizations and help halt 
abusive transactions. The form and 
instructions contain questions and 
information about conflicts of interest 
that all grantmakers should consider. 
The IRS has already stated that it 
plans to incorporate similar questions 
into Form 990 and Form 990-PF, the 
annual information and tax forms 
that public charities and private 
foundations file.

Question 5 of Part V of the new 
Form 1023 focuses on conflicts of 
interest. It asks applicants whether 
they have adopted a conflict of 
interest policy that is consistent with 
a sample included in the instructions. 
If the answer is “yes,” applicants must 
include a copy of the policy; if the 
answer is “no,” applicants must answer 
further questions regarding procedures 
for avoiding conflicts when setting 
compensation and procedures that 

Just because the  
Tax Code allows an  
action doesn’t  
necessarily make it  
a good idea.

Part IV: Tailoring 
the IRS Sample 
Policy for 
Grantmakers
BY ANDRAS KOSARAS AND  

JANE C. NOBER

Finance and Investment  
Conference Call Series
Join a faculty of Council-coordinated 
experts and experienced colleagues to dis-
cuss private foundation audits and founda-
tion financial and investment management. 
Foundation executive officers and trustees 
are invited to participate. Calls are sched-
uled from 2-3:30 p.m., ET. Watch for more 
details on www.cof.org or contact Executive 
Education staff at 202/467-0423 for addi-
tional information.

MAY 24, 2005 Investment Leadership: 
Taking Back Control

JUNE 14, 2005 Preparing for an Audit: 
Self Assessment

OCTOBER 11, 2005 Unwinding Troublesome 
Investments 

NOVEMBER 8, 2005 The Search for 
Administrative Costs 
Benchmarks

6 Special 2005 Foundation News & Commentary Supplement    www.foundationnews.org   



are followed to prevent self-dealing 
by persons who have a conflict of 
interest. The form notes that a conflict 
of interest policy is recommended but 
not required for exemption.

So what does the IRS think 
a conflict of interest policy should 
look like—and does the IRS model 
work for grantmakers? The IRS’s 
sample policy was drafted back in the 
late 1990s as a guide for healthcare 
organizations. It was developed 
with public charities in mind and 
with a particular focus on financial 
conflicts of interest among a charity 
and directors and officers. Private 
foundations may want to evaluate 
whether the sample policy is a good 
fit for them, and all grantmakers may 
wish to include statements about non-
economic conflicts of interest. 

In short, the key features that 
appear in most conflict of interest 
policies can be reduced to a few 
simple (and alliterative) ideas:

■ disclose
■ discuss
■ decide (by disinterested 

directors whenever possible) and
■ document. 
The IRS’s sample policy 

requires all of those actions. With a 
little tweaking, this policy can help 
grantmakers ensure that their assets are 
being used for charitable, not private, 
ends.

At the Council on Foundations, Andras Kosaras is director for ethical standards and 
philanthropic outreach and Jane C. Nober is special counsel.

Note: The preceding four articles (“Conflicts of Interest, Part I-IV”) ran in  
Foundation News & Commentary in July/August 2003, January/February  
2004, September/October 2004 and January/February 2005. They are available 
online in their entirety at www.foundationnews.org.

Additional Resources on Conflicts of Interest

John A. Edie. Family Foundations and the Law, 3rd ed. (Washington, DC: Council 

on Foundations, 2002). To order, call 888/239-5221 or visit www.cof.org and 

click on “Publications.” Order #805, $30, Nonmembers $55.

John A. Edie & Janne Gallagher, “Memo to Community Foundations and Public 

Foundation Members of the Council on Foundations regarding Intermediate 

Sanctions Regulations” (May 31, 2001). PDF online at www.cof.org/files/

documents/legal/checklist.pdf. (This memo contains a checklist for assessing 

compliance with the intermediate sanctions rules.)

Lloyd H. Mayer, Caplin & Drysdale, Intermediate Sanctions Checklist 

(5/31/2001), available for download (PDF) at: 

www.cof.org/files/documents/legal/checklist.PDF.

Jane C. Nober, Company Foundations and the Self-Dealing Rules, 3rd Ed. 

(Washington, DC: Council on Foundations, 2002). To order, call 888/239- 

5221 or visit www.cof.org and click on “Publications.” Order #1013, $20, 

Nonmembers $35.

The new Form 1023, Application for Recognition of Exemption is available for 

download (PDF) at www.irs.gov/pub/irs-pdf/f1023.pdf. The instructions for the 

form are available at www.irs.gov/pub/irs-pdf/i1023.pdf.

See investment consulting fees paid in 2001 by private foundations at 

www.foundationnews.org/files/1legal_brief_chart1.pdf.

See median annual investment fees paid in 2003 by community foundations at

www.foundationnews.org/files/1legal_brief_chart2.pdf.
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STREAMLINING FOR
           DOING GOOD

Accountability and transparency are oft-bandied-about 
terms of late, the implications of which are forcing those 
affected to rethink their approaches. The new call for 
“openness” has brought changes to the grantmaking 
community stemming from compliance requirements with 
federal legislation—namely, the Sarbanes-Oxley and USA 
PATRIOT Acts.

However, emerging technology that helps grantmakers 
follow accountability demands has produced change 
beyond compliance with the law.  A most valued change 
stems from technology innovations—foundation employees 
get to do more of the work that inspired them to go into 
philanthropy,  meaning they can leave the paperwork to the 
Dark Ages (or, more specifically, to the Web).

MicroEdge, a leading provider of Web-based software 
specifically designed for grantmakers, aims to give 
foundations high-impact tools that can easily be customized 
to match their particular workflow and grantmaking 
practices, as well as used for greater transparency in the new 
environment of openness.

“We provide grantmakers with a centralized repository 
of information under one data umbrella. This offers them 
reporting flexibility, and that, coupled with appropriate 
tools, streamlines workflow and makes the entire grants 
process both more efficient and transparent,” says Kevin 
Carlsten, director of business development for MicroEdge. 
“Data can be viewed via real-time, remote access by 
whomever the grantmaker configures the system to 
include.”

So the higher-ups can have instant, ongoing access to 
financials and other data, which is a good chunk of what 
the new accountability is all about.

Supporting GIFTS
MicroEdge began offering its main product, GIFTS, in 
1984 and has since developed other Web-based tools 
that support its function. GIFTS is a Web-based software 
program that organizes and tracks the entire lifecycle of a 
grant—from the initial request, through approvals, payment 
scheduling, reporting and outcomes analysis. 

Support software to GIFTS includes:
■ MyGIFTS—allows a grantmaker to customize a 

homepage of grants data that anyone can access through the 
Web, including grantees, board members and employees.

■ IGAM [The Internet Grant Application Module]—
IGAM, an online grants application form, integrates the 
GIFTS grants management system to reduce data entry, 
pre-screen applicants and import favorable applicants into 
the grantmaker’s database. 

■ ReviewerCONNECT—gives reviewers online 
access to the proposals they have been asked to evaluate and 
allows grantmakers to more effectively include all reviewers 
and consultants in the grant approval process.

According to Carlsten, MicroEdge products allow 
foundations to aim for three major goals—aligning their 
business objectives with their giving practices, making 
sure they can stand up to an audit at any given time and 
achieving transparency—both internally and externally. And, 
after the system has been running for awhile, foundations 
can start to measure their giving outcomes. “The questions 
they can start to address are ‘What effect are our grants 
having in the community?’ and ‘Have our investments taken 
hold and produced the intended results?,’”reports Carlsten. 

GIFTS user Laurie Regelbrugge, manager of the 
Unocal Foundation agrees, “MicroEdge products are 
helping us to gain a more aggregate picture of our giving 

Grantmakers are not just using technology 
for compliance—but also for transparency, 
accountability and efficiency.
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activities worldwide. We are starting to 
be able to analyze our information and 
data patterns more easily, and we would 
like to use the GIFTS system to pursue 
this work more strategically, even beyond 
measuring outcomes—to refining our 
mission and better understanding the 
impact of investments we make.”

Regelbrugge adds that the system 
has allowed her to streamline workflow 
processes, enabling Unocal to “expand programs without 
expanding staff.” 

Other grantmakers are also using and customizing 
GIFTS to particular effect:

■ Home Depot aligns a major business objective, 
employee participation, with its giving practices in its 
customized use of IGAM. Last year, Team Depot, its 
company-wide volunteer force, collectively contributed 
more than 7 million hours of community service. In a 
unique use of technology, employees are also encouraged to 
recommend grantees for Home Depot’s corporate giving 
program, and they do so on a worldwide basis via IGAM’s 
Web-based application function.

■ Barclays involves much of its staff in direct service. 
Opportunities include the Employee Volunteer Program, 
where a group of staff can apply for a grant of up to 
£1,000 (US $1,925) to help purchase materials for their 
project, or the Employee Matching Program, in which 
employees are awarded extra work hours for their monthly 
volunteer hours. GIFTS has allowed Barclay’s to decrease 
paperwork and streamline the operation of those extensive 
staff-involvement programs.

■ Alcoa, experiencing major growth over the years, 

expanded from approximately 60 facilities 
to more than 200 in 30 countries. The 
Alcoa Foundation faced an ever more 
difficult task of assembling compliance 
data and performing analysis—time-
consuming work that demanded in-
depth understanding of tax compliance. 
Through Web-based technologies, Alcoa 
has streamlined its grants process, thereby 
automating its compliance procedures. For 

example, IRS data instantly updates in the organization 
records, contributing to improved data integrity. 

■ Cinergy, a Cincinnati-based power company, has 
had to downsize in recent years. At the Cinergy Foundation, 
a staff of one now functions in place of a former four-
person shop. GIFTS has allowed Cinergy to support its 
philanthropy culture despite human resource cutbacks. 
The foundation maintains an average of 1,300 grants per 
year with a $3.14 million budget directed at arts, culture, 
education and healthy communities.

Although corporate philanthropy has felt the keenest 
urgency to comply with recent changes in federal law, 
MicroEdge’s software applications are serving the needs 
of many other grantmakers, including family, community, 
independent, educational and religious foundations, as well 
as government agencies—the Jay and Rose Phillips Family 
Foundation, The Rochester Area Community Foundation, 
William Penn Foundation, Catholic Community 
Foundation and the University of Tennessee at Chattanooga 
Foundation are a few examples

“The need for transparency is spreading,” says Carlsten. 
“as is a desire for more efficient giving practices. You might 
call it ‘streamlining for doing good.’” 

MicroEdge 
products are 

helping us to gain  
a more aggregate 

picture of our  
giving activities 

worldwide.
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