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LEGAL CAVEAT

The Advisory Board Company has made efforts to verify
the accuracy of the information it provides to members.
This report relies on data obtained from many sources,
however, and The Advisory Board Company cannot
guarantee the accuracy of the information provided or any
analysis based thereon. In addition, The Advisory Board
Company is not in the business of giving legal, medical,
accounting, or other professional advice, and its reports
should not be construed as professional advice. In
particular, members should not rely on any legal
commentary in this report as a basis for action, or assume
that any tactics described herein would be permitted by
applicable law or appropriate for a given member’s
situation. Members are advised to consult with appropriate
professionals concerning legal, medical, tax, or accounting
issues, before implementing any of these tactics. Neither
The Advisory Board Company nor its officers, directors,
trustees, employees and agents shall be liable for any
claims, liabilities, or expenses relating to (a) any errors or
omissions in this report, whether caused by The Advisory
Board Company or any of its employees or agents, or
sources or other third parties, (b) any recommendation or
graded ranking by The Advisory Board Company, or (c)
failure of member and its employees and agents to abide
by the terms set forth herein.

The Advisory Board is a registered trademark of The
Advisory Board Company in the United States and other
countries. Members are not permitted to use this
trademark, or any other Advisory Board trademark,
product name, service name, trade name, and logo,
without the prior written consent of The Advisory Board
Company. All other trademarks, product names, service
names, trade names, and logos used within these pages
are the property of their respective holders. Use of other
company trademarks, product names, service names,
trade names and logos or images of the same does not
necessarily constitute (a) an endorsement by such
company of The Advisory Board Company and its
products and services, or (b) an endorsement of the
company or its products or services by The Advisory
Board Company. The Advisory Board Company is not
affiliated with any such company.

IMPORTANT: Please read the following.

The Advisory Board Company has prepared this report
for the exclusive use of its members. Each member
acknowledges and agrees that this report and the
information contained herein (collectively, the “Report”)
are confidential and proprietary to The Advisory Board
Company. By accepting delivery of this Report, each
member agrees to abide by the terms as stated herein,
including the following:

1. The Advisory Board Company owns all right, title and
interest in and to this Report. Except as stated herein,
no right, license, permission or interest of any kind in
this Report is intended to be given, transferred to or
acquired by a member. Each member is authorized
to use this Report only to the extent expressly
authorized herein.

2. Each member shall not sell, license, or republish this
Report. Each member shall not disseminate or permit
the use of, and shall take reasonable precautions to
prevent such dissemination or use of, this Report by
(a) any of its employees and agents (except as stated
below), or (b) any third party.

3. Each member may make this Report available solely to
those of its employees and agents who (a) are
registered for the workshop or membership program of
which this Report is a part, (b) require access to this
Report in order to learn from the information described
herein, and (c) agree not to disclose this Report to
other employees or agents or any third party. Each
member shall use, and shall ensure that its employees
and agents use, this Report for its internal use only.
Each member may make a limited number of copies,
solely as adequate for use by its employees and
agents in accordance with the terms herein.

4. Each member shall not remove from this Report any
confidential markings, copyright notices, and other
similar indicia herein.

5. Each member is responsible for any breach of its
obligations as stated herein by any of its employees
or agents.

6. If a member is unwilling to abide by any of the
foregoing obligations, then such member shall
promptly return this Report and all copies thereof to
The Advisory Board Company.
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1) Executive Overview

Key
Observations

©2014 The Advisory Board Company

A 2012 Council for Advancement and Support of Education (CASE) survey found
that 79.5 percent of university-affiliated foundations lead or manage fundraising
efforts for their institution. Contacts and secondary literature identify the following
benefits of a foundation serving as the philanthropic receiving arm of the institution:

= Greater consistent prioritization of the pursuit of private support
= Opportunity to engage influential donors as board directors

= Enhanced management and stewardship of gifts.

= More flexibility in discretionary spending and asset management

Institutionally-related foundations maintain varying degrees of independence from
their institutions. Most profiled foundations describe their relationship as
“‘interdependent” with the university; these foundations receive some free in-kind
benefits from their institutions but generate a portion of their own budgets. Although staff
members are typically on university payroll, foundations partially or fully fund salaries. A
positive correlation exists between endowment size and degree of independence: 29
percent of all foundations describe themselves as independent, but over half of
foundations with endowments over $100 million describe themselves as such.

Memoranda of Understanding (MOUSs) define the relationship between universities
and foundations and clarify fundraising responsibilities of each entity. To secure
buy-in for foundation establishment, include language that outlines how administrators
will mitigate university-foundation conflicts and how they will distribute foundation assets
if the foundation is dissolved.

Contacts recommend institutions and foundations collaborate through
overlapping board members and joint planning committees. Such committees
should include the president, foundation chief executive officer, both board chairs, and
the development committee chair. The committee reviews funding priorities, determines
donor interest in priorities, and plans retreats and social events for both boards. At most
profiled institutions, the foundation chief executive officer also serves as the chief
advancement officer to achieve collaboration between boards, although this
organizational model may inhibit foundation independence.

New foundations should maintain a high level of transparency to assure university
and regional constituents that foundation activities support the institutional
mission. Administrators achieve transparency through the provision of foundation
MOUSs, bylaws, annual reports, audits, and additional policy documents online.

Contacts recommend that institutions do the following to transition an existing
foundation to the fundraising arm of the institution:

= Negotiate an MOI with a focus on establishing initial funding sources
= Establish term limits to phase out directors without fundraising inclination

= Form a development committee within the foundation board to secure buy-in for a
robust fundraising role

= Transition staff members to the foundation’s payroll slowly

Foundations fund operating expenses through administrative fees on the
endowment and new gifts, direct appropriations from the institution, unrestricted
gifts, and other foundation-managed assets such as real estate holdings. Major
expenses include staff salaries for non-fundraising advancement services staff, rent for
space in university buildings, prospect database operation, and fundraising events.

4 eab.com



2) Leveraging Foundations as Fundraising Arms

Benefits of Foundations Allow Institutions to Prioritize Long-Term Fundraising

Foundations Public universities increasingly implement 501c3 foundations to serve as the institution’s
philanthropic receiving arm as state appropriations decrease and institutions must rely
on private gifts and endowments to support institution operations. Although some
foundations simply process and manage charitable gifts, more foundations have taken

on an active responsibility for raising private funds. Contacts report that foundations are
particularly critical where a system-level board governs all constituent institutions that do
not have a strong separate campus board to advocate for their own needs.

Fundraising
Foundations

79 5% Benefits Associated with Institutionally-Related Foundations as Fundraising
’ Entities

In a 2012 survey that
surveyed almost 100
foundation
executives, the
Council for
Advancement and
Support of Education
found that 79.5
percent of
foundations lead or
manage the
fundraising efforts of
their institution.”

* Council for Advancement and Support of Education. “Results of the FY2012 Institutionally Related Foundations Data Book Survey.”
June 2013. Accessed February 14, 2014, http://www.case.org/Documents/protected/whitepapers/2013/IRF_DataBookSurveyFY2012_7-

15-13.pdf.
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Annual Private Giving Spikes After Establishment of the Institution G
Foundation on January 1, 2012

Private annual giving averaged roughly $27 million in the three years leading to the
establishment of the university’s first independent foundation, after which giving
increased dramatically. Contacts project that annual private giving will reach $57 million

in 2014.
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Foundation State Policies and Institutional Culture Influence the Degree of

Independence Foundation Independence

Although all institutionally-related foundations operate as separate legal entities, the
degree to which foundations depend on their institutions for resources differs. Most
profiled foundations describe themselves as interdependent; all profiled institutions
share resources with and receive some funding from their institutions. Contacts note
that the degree of foundation independence depends on the extent of the foundation’s
resources as well as state and system policies and institutional culture.

A positive correlation between endowment size and degree of foundation independence
exists; research university foundations more often consider themselves independent.
Two different studies conducted by the Association of Governing Boards of Universities
and Colleges—one in 2007 and one in 2010—found that over half of foundations with
endowments over $100 million describe themselves as independent.

In contrast, new foundations typically rely on institutions for monetary and staffing
support and are only able to fund more of their operating expenses — and become more
independent — as time progresses.

Models of Foundation Independence®

19% of 53% of 29% of
foundations foundations foundations

2 Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.
AGB Press.
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Conflicts between Universities and their Foundations Arise When
their Relationship is Not Clearly Defined

Conflicts between institutions and their related foundations arise when one entity
prevents the efforts of the other to execute on agreed-upon responsibilities within its
delineated area of authority — most typically when the institutional administration or
governing board infringes upon the foundation. For example, senior fundraising officers
employed by the University but active within the foundation’s activities may become too
influential upon the the foundation board’s decision-making process. Likewise, influential
foundation directors who contribute substantially to fundraising may seek greater
influence in institutional resource allocation or decision-making, which is the province of
the governing board.

Contacts at one profiled institution believe that institutional governing board members
are improperly influential in determination of fundraising priorities. They explain that
administrators and board members do not always understand which party is responsible
for what aspects of fundraising due to vague descriptions of board member
responsibilities in documents and training sessions. Foundation and governing board
and staff members are currently drafting a more detailed memorandum of understanding
(MOU) between the foundation and institution to better clarify board and staff members’
fundraising responsibilities. (For more information on effective construction of MOUSs,
see “Foundation Documents.”)

Responsibilities of Foundation and Governing Boards

Foundation and governing boards maintain distinct responsibilities in the management of
fundraising operations.

7 eab.com



3) Operations

Degree of Foundation Independence Determines the Affiliation of
Foundation Legal Counsel

Most profiled foundations receive legal advice from their own general counsel or
retained external legal counsel. Employment of external legal counsel better establishes
foundations as independent units and prevents conflicts of interest in the case of
disputes between the institution and foundation.

However, the initial involvement of university-employed legal counsel may help secure
buy-in for foundation establishment; once the foundation has its own general counsel, he
or she can attend board meetings in a secretarial capacity to ensure legal fidelity. While
system-level legal counsel currently supports the new foundation at Institution A, the
foundation will hire external counsel once it can afford it. The foundation’s university-
employed legal counsel at the Institution E attends every board meeting, which helps
maintain positive institution-foundation relationships because this presence assures
university administrators that foundation activities are in compliance with state and
system policies as well as agreements outlined in university-foundation documents.

Staffing

Interdependent Foundations Share Staff Members with University
Advancement Divisions

Most profiled institutions directly fund the salaries of advancement division staff
members because foundations do not maintain sufficient resources to do so
independently; university payroll allow allows staff members to enjoy state benefits. In
some cases, foundations fully or partially fund the salaries of some advancement staff
members, particularly those that conduct foundation accounting.

The direct employment of staff members on foundation payroll allows the complete
bifurcation of staff salaries from the institutional general budget. This ensures that
foundations may offer competitive salaries to top major gift officers without adherence to
institutional job classification policies and can add additional staff members without
concern for restricted institutional budgets. Foundations that hire their own staff also
maintain their own human resources function and often retain more flexibility in hiring
and firing staff members.?

Most profiled foundations pay their institution negotiated fees for fundraising efforts and
staff salaries which vary greatly across campuses:

= Institution D’s foundation pays the institution an annual fee that supports
fundraising operations including annual giving, planned giving, prospect research,
the annual fund, planned giving, and information technology.

= Although all advancement staff members at Institution B are on the University’s
payroll, the foundation funds the salaries of several staff members including two
investment staff members, four accounting staff members, a property manager, and
a board facilitator. Administrators consider these staff members to most closely
serve only the foundation’s operations.

= Although all staff members are on University payroll, the Institution F foundation
fully funds salaries for centralized staff members that serve the foundation (e.g.,
accounting staff). The foundation funds 50 percent of the salaries of major gift

% Council for Advancement and Support of Education. “Results of the FY2012 Institutionally Related Foundations Data Book Survey.”
June 2013. Accessed February 14, 2014, http://www.case.org/Documents/protected/whitepapers/2013/IRF_DataBookSurveyFY2012 7-

15-13.pdf.

©2014 The Advisory Board Company
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officers; the school or college the gift officer serves pays the other 50 percent.

Contacts prioritize partial school or college funding for development staff members’
salaries, which incentivizes decanal involvement in fundraising initiatives.

Reporting and Payment Structure for Foundation Executives®

Foundation chief executive officers report to®:

61.5 percent of chief
executive officers of
foundations affiliated with
research universities report
only to the foundation
board, as these
foundations are most likely
to act independently.

Funding

Foundation board and institutional president

Only to foundation board

Only to institution's president

Foundation board and another institutional
officer (e.g., vice president of advancement)

Only to institutional officer other than the
president

Foundation chief executive officers receive compensation from:

Institution
Foundation

Both the foundation and the institution

42%

37%

21%

Foundations Receive Funds from the Institution and from
Administrative Fees on Gifts

The following gifts are most
often exempt from gift fees:

= Scholarships
= Capital gifts
= Gifts under a low dollar

threshold or over a very
high dollar threshold

The following sources typically fund foundation operating expenses:

| _—*

Real estate holdings
owned by the foundation
(i.e., five office buildings)
generate 10 to 15 percent
of Institution E’s
foundation funding.

Administrative fees assessed against the
endowment

Administrative fees on new gifts

Direct funding from the institution (e.g., a
negotiated payment from the institution for
foundation services)

Unrestricted gifts

Income on current funds and unspent
endowment distributions

Outside entities’ assets (e.g., university-
affiliated hospital)

Non-endowed assets (e.g., real estate)

The Institution G Foundation also
receives operating funds from the
membership fees and event ticket

sales of the institution’s alumni
association. This allows the
foundation to independently

support a small portion of its own

operating expenses and
demonstrates to university
constituents that the foundation

only seeks university assistance in

funding operations until the
foundation can support itself
financially.

* Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.

AGB Press.

® Council for Advancement and Support of Education. “Results of the FY2012 Institutionally Related Foundations Data Book Survey.”
June 2013. Accessed February 14, 2014, http://www.case.org/Documents/protected/whitepapers/2013/IRF_DataBookSurveyFY2012 7-

15-13.pdf.

©2014 The Advisory Board Company
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While smaller or newer foundations typically rely heavily on institutional support, larger
ones may be self-funded through endowment and gift fees and other revenue sources
(e.g., income from real estate). Of a $2.8 million total budget, the foundation at the
Institution F receives about $900,000 from the University.

Few newly formed foundations or existing foundations that recently acquired fundraising
responsibilities maintain enough funds to completely sever financial ties with their
related institution. The more independent a foundation seeks to be, the fewer funds a
University might be willing to provide for foundation operating expenses. Foundations
that seek independence should create long-term funding plans to prepare for further
separation. Institution G agreed to fund 90 to 95 percent of the institution’s newly
established foundation’s operating expenses for the first three years of its existence.
This agreement, outlined in an MOU, will be reviewed and revised every three years,
and each revision will call for the institution to fund a smaller portion of foundation
operating expenses. Major foundation expenses include the following:

= Staff salaries

= Prospect database operation
= Rent

= Fundraising event operation

Research university foundations report operating expenses of $10,652,382, on
average.®

3) New Foundation Implementation

Populating the
Foundation
Board

Build a Diverse Board of Directors Based on Giving Capacity and
Ability to Fundraise Effectively

On average, foundation boards consist of 28 voting members and six non-voting
members.” To build community ties and secure buy-in from regional leaders, new
foundation boards should seek to recruit influential board members from a wide variety
of community backgrounds and regions of the state.

Contacts note that new board formation is among the most critical tasks for new
foundations because founding members will lead new fundraising initiatives, solicit funds
from donors, and build support for foundation activities among university and community
constituents. They will also set the tone and culture for foundation operations, and are
expected to lead by example in supporting the foundation through large annual gifts. At
the Institution G Foundation, directors must give $100,000 to the institution before they
join the board.

While contacts recommend placement of influential and able leaders on boards,
contacts warn that these individuals will be most likely to experience frustration at the
limits on their authority because they maintain positions of greater direct authority in in
their current professional positions.

® Council for Advancement and Support of Education. “Results of the FY2012 Institutionally Related Foundations Data Book Survey.”
June 2013. Accessed February 14, 2014, http://www.case.org/Documents/protected/whitepapers/2013/IRF_DataBookSurveyFY2012 7-

15-13.pdf.

" Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.

AGB Press.

©2014 The Advisory Board Company
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Common Board Member Selection Criteria

[ ]
® an O
<9 » Willingness and ability to solicit
a ‘ gifts

Diversity and community

Ability to make a significant gift

Personal compatibility with
other board members

Expertise in investment

Most
representation Important

Least
management important

Regional Leaders Ex-Officio Board Members Increases Buy-
In for Foundation Establishment

The inclusion of influential and trusted regional leaders as non-voting
ex-officio foundation board members increases transparency and faith
in board activities and secures support for foundation establishment
from stakeholders who fear excessive board autonomy will lead to
competing priorities or resource mismanagement. Institution E
designates 10 spots for non-voting ex-officio members on the
foundation board; these positions include the:

= County mayor

= City mayor

= President of the Economic Development Commission

= Chair of the county Research and Development Authority

Contacts note that, as a relatively new institution, inclusion of these
leaders in board activities has increased community support of both the
University and Foundation’s presence.

Consider Minimum Giving Requirements for Board

Some institutions set a minimum dollar amount that board members
must give annually to reinforce directors’ important role in raising
funds. However, contacts warn that a minimum gift policy may
discourage directors from giving more than the minimum even if they
can give much more. Encouraging directors to meet a minimum gift
requirement by bundling gifts from their own network can be
problematic; it is not always easy to identify who actually secured the
gift since several people are often engaged in the relationship with a
potential donor. Institution F requires foundation board members to
give or solicit $5,000 annually; contacts report that virtually all
directors give it themselves.

11
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“Fundraising is all about
the university. It’s the
foundation’s goal to raise
money for initiatives and
priorities that are defined
as most important by the
President and provosts
and deans; the foundation
should not be producing
its own fundraising
priorities. That’s not
healthy and that’s where
institutions and
foundations get in trouble,
when there is a lack of
alignment between
institutional strategy and
where foundations can
come alongside that
institutional strategy and
provide the resources to
achieve goals.”

Forum Interview

Individuals That Serve Both Governing and Foundation Boards
Facilitate Collaboration between the Institution and the Foundation

In the development of new foundations, administrators must implement practices that
facilitate communication between the governing and foundation boards so that they can
coordinate fundraising priorities. The institutional president, the chairs of both boards,
and the foundation executive informally facilitate communication, but other policies can
enhance their efforts. Contacts suggest efforts as minimal as planned social events can
foster relationships between foundation and governing boards; Institution F hosts a
“welcome back” party and holiday party each year for both boards.

Strategies to Increase Communication between Governing and Foundation

Boards

Employ the chief
advancement
officer as the
foundation chief
executive

Appoint a
governing board
liaison to sit on the

Overlapping members can
also facilitate
communication between
other foundation groups.
Institution D’s foundation
implemented two
subsidiary limited-liability
companies: one for real
estate development and
one for intellectual property
development. Each
subsidiary maintains their
own board of directors and
several directors of each
subsidiary also serve on
the main foundation board.
The president of the
foundation also serves as
the chief executive officer
to each of these
subsidiaries.

foundation board

)

Establish a
development
committee within
the governing
board

Establish a joint
planning
committee with
representatives
from governing
and foundation

boards

At most profiled institutions, the institutional chief
advancement officer also serves as the chief executive
officer of the foundation. Nationwide, just over one half of
foundation chief executives also serve as institutional
officers. This shared responsibility helps ensure that the
priorities of both boards align as the foundation chief
executive directly reports to the institutional president and
develops institutional initiatives alongside other senior
university officers. This organizational model, however, can
hamper foundation independence.

Most profiled institutions maintain at least one governing board
member on the foundation board. Governing board liaisons
should meet the qualifications required of all foundation board
members, especially their willingness to give and solicit funds.
23.6 percent of foundation executives report that overlapping
members best facilitate communication between the
foundation board and institutional board.®

Although development or fundraising committees within the
foundation board are common, 82.2 percent of governing
boards do not maintain a development committee.’ Such a
committee helps evaluate funding priorities and fosters
communication with the foundation board. The institution
chief advancement officer should staff this committee, which
should consist of three to five trustees.

The Association of Governing Boards of Universities and
Colleges recommend a joint planning committee include the
president, foundation chief executive, both board chairs, and
development committee chairs. It should hold two or three
meetings annually to review funding priorities and determine
donor interest in them. This committee can also plan retreats
with both boards. Committees established for capital
campaigns may also include members of both boards.

® Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.

AGB Press.
® Ibid.

©2014 The Advisory Board Company
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Determining
Foundation
Policies

Memoranda of Understanding Must Clarify Boundaries between the

Institution and Foundation

Clear boundaries define the responsibilities of
foundations and institutions as foundations
become more active in fundraising. Memoranda of
understanding (MOUs) confirm the foundation’s
status as an independently-governed corporation
that may exercise independent judgment when
fulfilling obligations and commitments to donors.
MOUSs, which serve as enforceable contracts, also
outline functions that foundations and institutions
complete jointly. Administrators should involve
legal counsel in MOU construction to determine
whether the foundation would be treated as a
public entity subject to open records laws or other
regulations that might limit the foundation’s ability
to serve its missions. *°

The MOU does not need to
address every nuance of the
foundation-institution
relationship. The MOU may
reference existing policies and
documents (e.g., Articles of
Incorporation) and
administrators may draft
additional agreements in
addition to the MOU. The
document should be simple
enough that readers can easily
review its contents.

The institution’s president, the chair or other representative of the institution governing
board, the foundation’s chief executive, the foundation’s board chair, and legal counsel
for both parties should participate in MOU development. They should review the MOU
every three to five years, or at the beginning or conclusion of each campaign.

Common Components for Inclusion in the Document:

= [ntroduction:

— Summarizes the foundation-institution relationship

— Broadly states the foundation’s responsibilities

— Clarifies the foundation’s standing as an independent entity

= Details of foundation-institution relationship:

— References policies regarding the acceptance of restricted gifts and the
permission of the foundation to employ the institution’s name and trademarks and

vice-versa

— Describes overlapping board structures, joint meetings between the governing and
foundation boards, and the reporting relationship of the foundation chief executive

= Responsibilities of the institution:

— Outlines institutional board responsibilities relating to the determination of
institutional mission, employment and compensation of university employees, and

oversight of university operations

— Describes how institutional priorities and other essential information will be shared

with the foundation

= Responsibilities of the foundation:

— States responsibilities for investment and stewardship of foundation assets,
employment and compensation of foundation employees, and operational

oversight and risk management

— States responsibility to comply with state and federal laws, maintain a tax-exempt
status, and properly manage conflicts of interest involving staff or board members

— Describes ways the foundation board may participate in advocacy efforts on

behalf of the institution

% Association of Governing Boards of Universities and Colleges. “lllustrative Memorandum of Understanding Between a Public
Institution or System and an Affiliated Foundation.” Accessed February 18, 2014, http://agb.org/sites/agb.org/files/AGB_MOU_2014.pdf.

©2014 The Advisory Board Company
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— Describes prospect records owned by the foundation and provisions of the use of

such data by the institution

— Describes required accountability practices (e.g., audits)

* Finances and administration:

— Outlines authority for hiring, assessment, and termination of the foundation chief

executive

— Describes compensation and benefits provided by the foundation to institution

administrators and staff

— Describes the sources that fund the foundation

— Outlines provisions for the use of unrestricted gifts
= Terms of the MOU:
— Clarifies how the document will be reviewed and updated

— Describes circumstances for the dissolution of the foundation and distribution of its

assets

Outline Generous Termination Guidelines to Secure Buy-In
for New Foundations

To secure buy-in for foundations, MOUs should outline detailed
processes to mitigate foundation-institution conflicts. Institution D’s
MOU contains the following language:

“Either party may . . . at least one year prior to the end of a fiscal year,
terminate this Agreement. Notwithstanding the forgoing, either party
may terminate this Agreement in the event the other party defaults in
the performance of its obligations and fails to cure the default within a
reasonable time after receiving reasonable notice to cure.

Should the University choose to terminate this Agreement, the
Foundation may require the University to pay, all debt incurred by the
Foundation on the University’s behalf within 180 days of the written
notice of termination, including, but not limited to, lease payments,
advanced funds, and funds borrowed for specific initiatives. Should
the Foundation choose to terminate this Agreement, the University
may require the Foundation to pay debt it holds on behalf of the
Foundation.”
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State laws on disclosure
vary, but contacts strongly
recommend that
foundations share them
even without a
requirement to assure
public constituents that
foundation staff and
directors allocate funds
only in support of the
institutional mission.

The most frequently
viewed policies include
those related to
foundation accounting
and gift acceptance.

©2014 The Advisory Board Company

Bylaws and Other Policy Documents Clarify Fiduciary
Responsibilities of Board

The most important document aside from the MOU outlines the foundation bylaws,
which define board structure and operation, committee structure, and director
responsibilities. New board members should receive binders that include MOUs and
bylaws. Administrators should also post updated bylaws and MOUs on foundation
websites in the spirit of transparency and to prevent suspicion in the foundation’s
purpose or activities.

Other documents that foundations make publicly available include:

—*® = Financial audits

= Annual reports
= Articles of Incorporation
= Foundation strategic plan

= Meeting agendas and minutes

Policy Guide at Institution E

Institution E employs the content management product policylQ to organize foundation
policies for easy identification and review by university and foundation constituents as

well as the public.

The system also allows users to submit

name to the Director of Resource
Planning or the Foundation’s legal
counsel.

I
policy infractions anonymously or by :
I
I
|
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Transition Phase-In New Board Members with
Considerations Fundraising Expertise and Train
Existing Board Members

Enhancing the fundraising responsibilities of an
existing institutionally-related foundation
requires that foundation board members
understand and embrace their new responsibility
to solicit funds. Existing foundations transitioning
to serve as the institution’s philanthropic
receiving arm may not have a board with
fundraising interest or expertise. Contacts
recommend that board members institute term
limits so that directors without fundraising
capabilities can be phased-out.

Once institutional leadership decides to transition the fundraising arm of an institution to
the foundation, the foundation chief executive should present fundraising goals and
accomplishments at every board meeting so that directors understand the importance of
this new responsibility. Administrators should train existing board members in
fundraising skills just as they might train new board members. Administrators must also
update all existing foundation documents to reflect the new responsibilities of the
foundation, board committees, and individual board members.

Board Member Role in Fundraising Process™?

Administrators educate board members on the following steps of the fundraising process
and the role they will play in each step.

2 Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.
AGB Press.
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Implement a Development Committee to Secure Board-level Buy-In

Contacts recommend that foundations with new fundraising responsibilities create a
development committee as an initial step toward focusing directors on fundraising
initiatives. Contacts warn that the creation of such a committee may lead to the board’s
non-development committee members to dismiss the importance of the board’s full
involvement in fundraising. Administrators should stress that while development
committee members are most active in planning and promoting, every board director
maintains fundraising responsibilities. Development committee responsibilities include
ensuring the overall fundraising program is aligned with the institution’s mission and
planned priorities approved by the governing board and encouraging board member
participation in personal giving and fundraising through goal-setting.

Two Board Model at Washburn University and Indiana University™®

Foundations may find it helpful to bifurcate responsibilities of directors with fiduciary
tasks and without them to smooth a transition in board responsibilities.

Washburn University Foundation

The members of the Board of
Trustees serve lifetime terms and
select members of the Board of
Directors. This larger board
provides more opportunities to
engage donors and other

Board of Trustees university affiliates.

Members of the Board of
Directors serve four-year terms
and hold fiduciary responsibility for
the foundation. Because directors
may have already served on the
foundation’s larger board, they
already understand the foundation
and its programs and require a
less intensive onboarding process.

Indiana University Foundation

The Board of Directors includes
up to 100 members who serve
three-year terms without a limit to
how many times they may be
elected.

Board of Directors

A small group of up to 24
“fiduciary directors” maintains
responsibility for investments,
finance and budget, real estate,
and legal issues. Members are
limited to four three-year terms but
can continue to serve on the larger
board without limit.

3 Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation Boards at Public Colleges and Universities.” 2012.

AGB Press.

©2014 The Advisory Board Company
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University Staff Often Resist Transition to the Foundation’s Payroll

Staff members resist a transition from the institution to the foundation payroll because
they will lose generous state pension plans. Institution G, which transitioned 65
development staff members to a newly-formed foundation, ensured that all staff
members transitioned would retain benefits nearly equal to those they enjoyed as
university employees (e.g., similar number of vacation and sick days, tuition remission, a
retirement matching program). As the University will provide a significant portion of
operating expenses to the foundation, securing these benefits required negotiations
between foundation and university leaders.

Because establishing benefits and hiring a benefits administrator takes so much time,
leaving staff members on University payroll may be beneficial. Contacts at Institution G
report that administrators spent over six months establishing benefits packages and
recommend that administrators spend 12 to 18 months preparing for a staffing transition.

Staffing Transition Models™

Fastest transition Slowest transition

Institution G University of Tennessee University of Toledo
The University transferred Fundraising staff continue to New development staff
about 65 staff members to be employed by the members are hired by the
foundation payroll at one University but will be leased foundation but existing staff
time. This is only possible by the foundation for up to will remain on University
because the institution will 10 years. payroll for the duration of
fund most foundation their position.

operating costs for the
foreseeable future.

** Quackenbush, Cara and Josh Keniston. “Moving Out.” Council for Advancement and Support of Education.” April 2012. Accessed
February 13, 2014, http://www.case.org/Publications_and_Products/2012/April_2012/Moving_Out.htmI?printFriendly=printFriendly.
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5) Research Methodology

Project
Challenge

Project
Sources

©2014 The Advisory Board Company

Leadership at a member institution approached the Forum with the following questions:

What motivates administrators to employ 501¢3 foundations as their institution’s
philanthropic receiving arm? What value or benefits do institutions reportedly derive
from leverage of a separate philanthropic foundation?

How have profiled institutions recently established new philanthropic foundations or
restructured existing university-affiliated foundations into university-wide
philanthropic receiving arms? On what processes did administrators rely to enact
this change?

How did they consult stakeholders to secure buy-in for the change and define the
parameters of the foundation?

What resistance or challenges did administrators face in the implementation or
restructuring of 501¢3 foundations, particularly from university and state
constituents? How did administrators overcome these challenges?

What advice or lessons learned do contacts or literature offer regarding the
implementation of 501c3 foundations as the philanthropic receiving arm of the
university?

What advice, lessons learned, or best practices emerge from literature regarding
essential components of a memorandum of understanding between the institution
and the foundation?

What is the administrative and governance structure of foundations?

How do policies characterize the role and responsibilities of the board and its
members?

Who serves as legal counsel for the foundation?

How do foundations fund operating expenses? What are the major costs associated
with foundation operation?

To what extent does the foundation rely on any institutional systems or services?
How does the foundation reimburse the institution for consumption of these
resources? In particular, how are advancement staff members shared between the
two entities?

The Forum consulted the following sources for this report:

Association of Governing Boards of Universities and Colleges. “Effective Foundation
Boards: A Guide for Members of Institutionally Related Foundations.” 2012.

Association of Governing Boards of Universities and Colleges. “Illustrative
Memorandum of Understanding Between a Public Institution or System and an
Affiliated Foundation.” Accessed February 18, 2014,
http://agb.org/sites/agb.org/files/AGB_MOU_2014.pdf.

Council for Advancement and Support of Education. “Results of the FY2012
Institutionally Related Foundations Data Book Survey.” June 2013. Accessed
February 14, 2014,
http://www.case.org/Documents/protected/whitepapers/2013/IRF_DataBookSurveyF
Y2012 7-15-13.pdf.

Legon, Richard, Association of Governing Boards of Universities and Colleges.
“Governing and Foundation Board Relations.” 1999.
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= Quackenbush, Cara and Josh Keniston. “Moving Out.” Council for Advancement and
Support of Education.” April 2012. Accessed February 13, 2014,
http://www.case.org/Publications_and Products/2012/April_2012/Moving _Out.html?
printFriendly=printFriendly.

= Worth, Michael. “Foundations for the Future: The Fundraising Role of Foundation
Boards at Public Colleges and Universities.” 2012. AGB Press.

= EAB'’s internal and online research libraries (eab.com)

- Education Advisory Board. “Benchmarking Operating Fees for University
502(c)3 Foundations.” 2012.

= National Center for Education Statistics (NCES) (http://nces.ed.gov/)

= Profiled foundations’ websites

Research The Forum interviewed leaders of institutionally-related foundations at the following
Parameters institutions.

A Guide to Institutions Profiled in this Brief

Approximate
Institutional Enrollment
Institution Location (Undergraduate/Total) Classification

Master's Colleges
Institution A Pacific West 5,000/5,000 and Universities
(smaller programs)

Doctoral/Research

Institution B South 10,000/12,000 Universities

Research
Institution C South 25,000/30,000 Universities (high
research activity)

Research
Universities (very
high research
activity)

Indiana University* Midwest 32,000/42,000

Research
22,000/26,000 Universities (high
research activity)

Mountain

Institution D West

Research
Universities (very
high research
activity)

Institution E South 51,000/60,000

Master's Colleges
Institution F South 14,000/16,000 and Universities
(larger programs)

Research

The University of Universities (very

Tennessee* South 21,000/30,000 high research

activity)
. . Research

DS AILAS Midwest 17,000/21,000 Universities (high

Toledo b
research activity)
Research

Institution G Northeast 11,000/13,000 Universities (high
research activity)

Washburn Master's Colleges

University* Midwest 6,000/7,000 and Universities

(medium programs)

Source: National Center for Education Statistics

*Profiled through secondary research
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