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Spend Down vs. Perpetuity — Is the Future Now?

The first white paper in our institutional investor series (“Returns — Is 5% Real, Real?) addressed the
challenges of growing assets to support grantmaking or programmatic activities over time. This discussion
was most relevant to institutions with a mandate of operating in perpetuity'. However, there is a minority
but a growing number of endowed foundations that have decided on “spending down™” their assets under
a “limited life” model. A recent survey done by Rockefeller Philanthropy Advisors and NORC at the
University of Chicago indicated that while the “in-perpetuity” foundation model remains the norm,
roughly 44% of foundations that were started during the past decade adopted a “limited life” model. In
addition, another 8% of foundations were actively considering switching to that approach at the time of
the survey.’ Just this month, a New York Times atticle described the plan of five major U.S. foundations
to increase their spending in light of the challenges that our country currently faces. The Ford Foundation
plans to issue a $1 billion bond in order to increase its spending capacity beyond what it already gives
annually from the endowment; an uncommon move in the foundation world.*

Which of these two directions makes most sense often depends on issues that go to the heart of your
organization’s history, structure, and mission. If your organization is one of many currently wrestling with
the decision of “spend down” versus “perpetuity”’, here are a few questions to consider

* What was the intent of the organization’s founding donor? How explicit or restrictive was
the original charter in terms of spelling out a long-term charitable intent and spending policy? Do
any of the original trustees remain involved? What about current family involvement? What
flexibility was provided to successive organizational leadership? To what extent have the focus and
activities of the organization shifted over time?

* What is the nature of the organization’s mission? What is the scope and complexity of the
problems that they are trying to solver Is there a window of opportunity to consider? For
instance, spending policy may differ when addressing a more immediate issue like climate change
as opposed to broader issues such as education, health care, and the arts.

®* What is the current economic and social backdrop, and how do those conditions affect the
constituencies targeted by the organization? Similarly, how does the current social or political
environment impact the areas an organization is trying to serve? In times of crisis or downturn in
a targeted region, has it been the organization’s history to increase the level and discretion of their
grantmaking or, conversely, to reduce spending to preserve already diminished resources for future
generations?

! Under the perpetual approach, a foundation aims to exist and grow well into the future (in perpetuity, by definition). This
strategy requires that the foundation earn more than it spends (after adjusting for inflation) on an annualized basis in order to
continue to support its mission over time.

2 Under the “spend down” or “limited life” foundation model, a foundation aims to intentionally spend more than they expect
to earn. This strategy allows the foundation to increase spending in support of its mission near-term but also limiting the
number of the years that the foundation is expected to exist.

3 Strategic TimeHorizons A Global Snapshot of Foundation Approaches; 2020; Rockefeller Philanthropy Advisors and NORC
at the University of Chicago.
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* What are the other resources available to an institution? Is there an expectation for additional
contributions to an endowment? What about fundraising and alternative sources of income?
What about federal or state government support?

* For family foundations, what are the involvement and goals of younger generations? How
do they view the foundation and its mission against their own philanthropic priorities? Do they
see the foundation as an important tool for family bonding, learning, and engagement, as well as
preserving an ancestor’s charitable intent?

* What are the organizational ramifications in shifting from a perpetual to a time-limited
model? What time horizon is envisioned for complete spend down? How do you retain key
employees during this period? How might this change impact philanthropic priorities for the
organization? What expertise is needed to ensure a smooth transition in operations?

= Are there other philanthropic organizations that share your mission? Will partner grantors
and others continue your work after you have spent down your assets and ceased operations?

There is no “one size fits all” model for evaluating the appropriateness, degree, and benefits of a spend-
down commitment. Discussion on this issue is unique to the legacy and mission of each organization.
Nonetheless, the questions posed above can serve as a good starting point in engendering dialogue on
what would likely represent a momentous shift in organizational direction.

About Pathstone: Founded in 2010, Pathstone is an independently operated partner-owned advisory firm
providing objective advice to families, family offices and select institutions. For more information, please

visit www.pathstone.com.

Disclosure:

This presentation and its content are for informational and educational purposes only and should not be used as the basis for
any investment decision. The information contained herein is based on publicly available sources believed to be reliable but not
a representation, expressed or implied, as to its accuracy, completeness or correctness. No information available through this
communication is intended or should be construed as any advice, recommendation or endorsement from us as to any legal, tax,
investment or other matters, nor shall be considered a solicitation or offer to buy or sell any security, future, option or other
financial instrument or to offer or provide any investment advice or service to any person in any jurisdiction. Nothing
contained in this communication constitutes investment advice or offers any opinion with respect to the suitability of any
security, and this communication has no regard to the specific investment objectives, financial situation and particular needs of
any specific recipient. Past performance is no guarantee of future results. Additional information and disclosure on Pathstone is
available via our Form ADV Part 2A, which is available upon request or at www.adviserinfo.sec.gov.

Any tax advice contained herein, including attachments, is not intended or written to be used, and cannot be used, by a taxpayer
for the purpose of (i) avoiding tax penalties that may be imposed on the taxpayer or (ii) promoting, marketing or recommending
to another party any transaction or matter addressed herein.
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