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The Swiss Foundation Code

— is applicable to all types and sizes of foundations;

— provides an orientation framework for good foundation
management;

— serves as a useful working tool;

— has proven itself in practice since 2005.

«Switzerland is known for its high density of foundations. Yet, Swiss
law says very little about their governance. On the one hand, this
absence of a strict legal framework brings more flexibility. But on the
other hand, good behaviour benchmarks are desirable. This is why
the Swiss Foundation Code plays an essential role as a peer-
generated best practice set of standards. Thus, this new, improved
edition, must be greatly welcomed.»

Prof. Henry Peter, Head of the Geneva Centre for Philanthropy,
University of Geneva

«Foundations are essential actors of the civil society. In order to use
their full potential for effective and proactive operations in society,
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persistent effort to increase visibility, transparency, and legitimacy of
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Preface and thanks

'The world has changed a lot since the Swiss Foundation Code was first
published fifteen years ago. This is particularly true for the world of
foundations. Gone are the times when they were appreciated, without
reservation, as a discreet form of engagement by private benefactors.
Not only do government regulators now require greater transparency,
the media and politicians, and not least the beneficiaries themselves,
also raise questions regarding a foundation’s background, motives, and
relevance. The principles of impact, governance and transparency,
which the Swiss Foundation Code’s authors presciently defined in
2005 for foundations’ work, have offered and still offer guidance to
the sector in addressing these increasing demands.

Today, foundations are recognised as a part of civil society, but
are also increasingly judged by their contribution to it. Pertinent foun-
dation activity takes societal changes into account and includes new
developments into their support. That is why the principle of social
responsibility is explicitly articulated for the first time in this fourth
edition of the Swiss Foundation Code.

If foundations are to be viewed positively by society, their activ-
ities must be visible, accessible, and transparent. They must be per-
ceived to be reliable, impact-oriented partners. SwissFoundations and
its members have taken this maxim to heart, and brought it to life
through specific measures. We are taking the association’s 20th an-
niversary as an opportunity to anchor this self~image more strongly
in the sector and with the new edition of the code we are delivering a
key tool for its implementation. Our sector’s development depends on
the willingness of every foundation to address these topics and lead by
example. We are addressing all Swiss foundations, not just our members.



We would like to thank the 40 or more experts who contributed their
expertise during the hearings. The project also received financial sup-
port from more than 30 SwissFoundations’ members. They made it
possible for this compiled knowledge to be made freely accessible, and
thus as wide an impact as possible. Finally, we would like to thank the
authors, who have created a text that is both precise and practical in
this fourth, revised edition, and ensured that the Swiss Foundation
Code is once again a valuable, application-based guide for modern
foundation work.

Dr Lukas von Orelli

President, SwissFoundations



The Swiss
foundation

is a successful
model.

Dynamism and
liberalism

The work of
foundations should
always be
reflected upon.

Introduction

Addendum regarding liberal legislation

Switzerland is an international leader, with 13,000 charitable founda-
tions. It has six times more foundations per capita than the US or
Germany. The foundation sector has access to professional expertise
from the NPO, legal and financial services sectors. Political institu-
tions and society generally place great faith in foundations. One par-
ticular characteristic of the sector is its dynamism: almost 70% of all
charitable foundations were established in the last 30 years.

Indeed Switzerland offers excellent conditions for establishing
and managing charitable foundations. Its relatively liberal legislation
is conducive to the establishment of foundations, and makes their work
easier. The long-standing and flourishing tradition of foundations in
Switzerland is based on a participatory, collective model.

Private, philanthropic engagement is one of Switzerland’s success fac-
tors. Foundations are an expression of a free, democratic order, sup-
ported by a stable and liberal framework of conditions. These give
foundations great creative freedom, while also protecting their work.
Countless founders in other countries have also recognised this, and
established their foundations in Switzerland. A significant portion of
their contributions remain here in Switzerland, where they benefit
culture, welfare and research, for example.

The liberal framework is the basis for the foundation sectors’
growth and ongoing, dynamic development. Charitable foundations
build on this and make an important contribution to tackling social
challenges as a third, independent force, alongside the state and in-
dustry. With the wide range of their activities, they reinforce pluralism
in our country, and prove their social relevance every day anew.

Despite their good reputation, charitable foundations also face pres-
sure to prove their legitimacy in Switzerland. ‘This is a good thing
because the fact that they enjoy tax privileges, and their activities aftect
the dynamics of social realities, makes them semi-public institutions.

'The quality that all foundations share to differing degrees, which
is not being reliant on the world at large, is most apparent in “tradi-
tional” grant-making foundations. Unlike donation-funded founda-
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tions, for example, they are not subject to any market controls at all.
They own and monitor themselves, particularly when the founder’s
control ends when they leave the foundation.

In all that that a foundation does or doesn’t do, it must always
ask: how can to best implement its purpose? What guides its opera-
tions? What constitutes good foundation management when it comes
to practical grant-making activities?» What are the expectations of the
asset management? How can systemic risks be addressed? How can
the foundation’s existence and operations be justified?

The concept behind the Swiss Foundation Code

The Swiss Foundation Code has emerged from the foundation sector
and is supported by the association of Swiss grant-making foundations
SwissFoundations as an application-oriented tool. It is neither a cata-
logue of measures nor a checklist, rather it is a general orientational
framework for good foundation governance.

In view of the great diversity of foundations, the Swiss Founda-
tion Code, with its recommendatory character, is a more effective way
to achieve impact and transparency in the foundation sector than state
regulation.

First published in 2005, and supplemented in 2009 and 2015, the
fourth edition of the Swiss Foundation Code has been completely
revised. It applies specifically to grant-making foundations, and pro-
vides in-depth exemplarity rather than superficial universality. How-
ever, the Codes 4 universal principles and 28 recommendations can
be applied to foundations of all types and sizes. While large founda-
tions are able to implement the recommendations in detail, smaller
foundations will adopt a simpler organisation. Every foundation must
forge its own path to achieving professional foundation governance,
and thus implement its purpose as effectively as possible.

Even among grant-making foundations, no two organisations have
the same needs or organisational structures. While the principles of
the Swiss Foundation Code are likely to apply without reservation, the
recommendations (and their practice-related commentary in particu-
lar) are aimed mainly at large and medium-sized foundations. The vast
majority of foundations, however, are small, with assets totalling less
than CHF 10 million, and this group includes many micro-foundations.

1"

Professionalism
and self-regulation

The Swiss
Foundation Code is
a directional
framework for
good governance.

Smaller
foundations are
addressed
directly



Reference
framework and
management
tool

Multidisciplinary
nature and
relationship with
the law

Some of the recommendations cannot be implemented directly in
small foundations. That is why the notes to the recommendations
include “Additional considerations for smaller foundations” wherever
this is necessary or makes sense.

Large foundations, simply because of their division into strategic
and operating levels (foundation board — executive management) and
the financial and organisational possibilities available to them, are in
the best position to implement effective systems of checks and balances.
In smaller foundations the boundaries between the two levels are often
blurred, the danger of undesirable developments is significant. For this
reason the Swiss Foundation Code also offers guidance for smaller
foundations.

'The requirements for good foundation governance are essential-
ly the same for all foundations. However, specific measures must be
tailored to each foundation, and therefore aligned with each founda-
tion’s size — at the simplest possible organisational level in each case.
Foundation governance is not an end in itself, but rather a means to
achieve efficient and effective implementation of the foundation pur-
pose.

Neither the principles nor the recommendations are clearly defined
criteria or requirements that need to be mechanically implemented in
a particular way. Instead, the Swiss Foundation Code serves as a ret-
erence framework against which organisations can measure and cali-
brate themselves. Regardless of its size the foundation board is respon-
sible for organising the foundation in the best possible way to implement
its purpose. With respect to using the Swiss Foundation Code, the
foundation board must break down and apply the principles and rec-
ommendations to the specific situation of its foundation.

'The Swiss Foundation Code is multidisciplinary in nature. In addition
to a legal perspective, it also takes economic factors into consideration,
as well as the actual work carried out by the foundation. The code
should be of practical relevance. That is why it sometimes reiterates
the legal principles in some cases, but not in others if they are not
pertinent from the perspective of foundation governance.
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A fundamental distinction must be made between the decisions that  consideration of all
a founder makes when establishing a foundation, and those made by ~relevant factors
the foundation board after the foundation has been established. That
is why the Swiss Foundation Code is divided into four sections: “Es-
tablishment”, “Management”, “Grant-making” and “Finance”.
'The founder should not limit him/herself to being informed of
the important, fundamental conditions at the foundation’s establish-
ment. He/she must also take all other recommendations into con-
sideration in the conceptual design of the foundation, so that the
subsequent structuring of the foundation’s management, grant-mak-
ing activities and finances are easier on the basis of the Swiss Foun-
dation Code.
By the same token, foundation board members of foundations
that are already established need to engage with their foundation’s
underlying framework. Factors that were relevant when a foundation
was established still need to be taken into account in the later stages
of a foundation’s life.

The Swiss Foundation Code takes international circumstances into  Inclusion of
international

consideration, insofar as they are relevant. It goes without saying that ™"
circumstances

governance regulations based on other legal systems cannot be applied

to Swiss foundations without closer inspection. But even if the foun-
dation is subject to different statutory regulations in different countries

and different national foundation cultures prevail, there are still a lot

of commonalities. This means that every national code also has an

international dimension, and an effect in other countries.

Foundation governance depends crucially on the integrity and judge- Raising awareness
ment of those in charge. This is why the Swiss Foundation Code seeks N the part of

. h £ and bil; he foundation’s bodies. fi and mobilising the
to raise the awareness of and mobilise the foundation’s bodies, first o nder and the
and foremost of the board members. Its main goal is to promote the  foundation board
effective, efficient and transparent implementation of the founder’s
intention and the foundation purpose. Its application should generate
trust among all of a foundation’s stakeholders, i.e. its founders and

supporters, beneficiaries, regulatory authorities and the general public.

Doing things right is important for a grant-making foundation as well.  Doing the right
However, it is decisive and essential that the right things are done. things right
That is why the Swiss Foundation Code refers primarily to the “con-
stitution” of a foundation, and less to its operating activities. It is not

a management guideline. Its principles and recommendations are

13



Recommendatory
nature

Application and
implementation

The Swiss
Foundation Code
is not law,

and is not binding.

instead aimed at foundation policy and strategy, i.e. the fundamental
requirements.

The Swiss Foundation Code and its commentary are recommendato-
ry in nature. It is intended to prompt foundations to review and im-
prove their governance. It can serve as an aid to interpretation for
those working in the legal sector. By making grant-making founda-
tions responsible for their own governance, it pre-empts calls for
stronger government regulation, which could paralyze and weaken
Switzerland’s productive and disparate foundations sector. The Swiss
Foundation Code should by no means lead to unnecessary bureaucra-
cy. It also gives each grant-making foundation the opportunity, and
even challenges them, to take full advantage of the freedom that they
are given. This is why it is not governed by the strict precept of “com-
ply or explain”.!

Neither SwissFoundations, nor any other party, checks compliance
with the Swiss Foundation Code recommendations, or awards a label.
Its recommendations, and certainly its principles, are not to be equat-
ed with explicit criteria that can be observed or violated. Rather, each
foundation is called upon to apply the recommendations to its specific
situation, to interpret them, and to find solutions for their individual
circumstances.

'The code provides a framework for guidance and inspiration, in
keeping with the liberal spirit of individual responsibility. By volun-
tarily orienting towards the Swiss Foundation Code and declaring this
in their communications, foundations prove that they are subjecting
themselves to stricter requirements than those specified by law.

Everything a foundation does is based on the applicable law. The Swiss
Foundation Code recommendations sometimes implicitly repeat the
statutory requirements. In this sense, some of them are effectively
legal duties rather than recommendations. However the recommen-
dations’ focus is not exclusively legal. By proposing that the foundation
be governed by the foundation board, the legal core — namely that the
foundation is under the leadership of the board — is expanded by the
element of active design. In this way, the legal requirements are sub-
stantiated in the light of foundation governance and coloured by the
notion of effectiveness. The Swiss Foundation Code complements the

1 Please refer to the entry on comply or explain on p. 215 of the foundation
glossary regarding the different levels of obligation for systems of rules.
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legal basis by answering the question of how a foundation can max-
imise its impact within the legal framework provided.

However, the Swiss Foundation Code is not an addition to ob-
jective legislation. Thus it would only be enforceable outside founda-
tions if an authority with the relevant powers were to declare it so, for
example if a supervisory authority or court were to declare a particu-
lar recommendation binding. However, in this case, the enforceabil-
ity would not ensue from the code itself, but from the authority’s
declaration.

Because the Swiss Foundation Code is not law, it is also not
binding. This lack of enforceability is sometimes criticised. From a
legal perspective, however, this makes about as much sense as accusing
an apple of not being a pear. A code is not binding per se, in the sense
that failure to comply with it could lead to the imposition of sanctions
by the state. It would be absurd to judge the meaningfulness of a code
by the enforceability of its implementation. Whosoever requires en-
forceability should create legislation. Codes do not thrive on coercion.
They are based on free will, which has been a principle of ethical
conduct since the times of Socrates and Aristotle.

SwissFoundations, the association of Swiss grant-making foun-
dations, has never succumbed to the temptation to demand that its
members “comply” with the Swiss Foundation Code. In its broad
scope, the code is not suited to use as a list of criteria and therefore not
as a tool of enforcement.

'The monitoring of foundations’ activities by the supervisory authority
is a legislative control. The authority assesses whether the legal provi-
sions, above all, the specifications in the foundation charter and reg-
ulations have been fulfilled. However, it may not interfere with the
discretionary power of the foundation’s governing bodies, or replace
it with its own judgement. The supervisory authority assesses wheth-
er a foundation has followed its purpose, however it may not examine
how well it has been implemented. The need for self-regulation also
derives from this fact. The code presupposes what the supervisory
authorities will monitor, such as compliance with legislation and the
foundation’s statutes. In addition, it aims to support the foundation’s
governing bodies to conduct its activities more effectively. Its primary
goal is not to prevent irregularities, but rather to promote a well
thought-out foundation organisation, professional asset management,
and effective fulfilment of a foundation purpose. The code aims to
optimise the foundation’s activities across the whole spectrum.

15
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A practical tool

Different
references

Example of use

How to use this code

'The Swiss Foundation Code is a tool. The fact that it is available equal-
ly to founders, foundation boards members, foundation employees and

service providers, as well as regulatory and other authorities, makes it

a Swiss Army knife rather than a specialist scalpel. It is intended to

offer ideas, suggestions and assistance when establishing new founda-
tions and further developing existing ones.

Those wishing to take an analytical approach, can gain an overview of
the Swiss Foundation Code’s structure and the themes addressed us-
ing the Table of Contents at the beginning.

Those looking for a particular term, issue, or the solution to a
problem should consult the appendices at the back. They are primar-
ily intended to aid comprehension, but ultimately also implementation
and action.

— 'The foundation phenomenology (176 ff.) provides answers to fun-
damental questions regarding how foundations work, and a
guide to the wide range of foundations that exist.

— 'The foundation glossary (210 ff.) defines concepts and tools that
are used in the world of foundations. What, for example, does
the phrase “conflict of interests” mean?

— 'The keyword index (236 fI.) provides references to the concepts
and terms used in the code.

Would you like to know the position within your foundation concern-
ing conflicts of interest? Instead of getting lost in the specialist liter-
ature, you can find guidance on the standards propagated by the Swiss

Foundation Code: firstly, use the foundation glossary to gain an idea

of what the phrase “conflict of interest” means. Then, follow the ref-
erences provided by the keyword index. This will introduce you to the

topic in a variety of different contexts. You will then be able to ask the

right questions regarding your foundation.
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PRINCIPLES

There are four principles that
underlie good foundation conduct2.
They are mutually interdependent.
Foundations that comply with all four
principles meet the requirements
for contemporary foundation
governance.

In the following, the term ,foundation® will be used not only to refer to the
foundation board’s activities, but also those of executive management and all other
foundation officials.



Principle 1
Effectiveness

The foundation implements the

foundation purpose as efficiently
and effectively as possible.

A foundation’s activities are all based on and guided by the founder’s
intention. The foundation bodies have a duty to pursue this intention
in a fiduciary capacity, by repeatedly interpreting and implementing
it. The more efficiently and effectively they do this, the better they
fulfil the founder’s mandate as manifested in the foundation charter
and, above all, in the foundation purpose. This applies to a founda-
tion’s organisation, its grant-making activities, and to its asset man-
agement. As the ultimate governing body, the foundation board must

ensure that all foundation’s activities abide by the founder’s intention
and optimise impact.

20



Principle 2
Checks and balances

The foundation implements
suitable organisational measures
to ensure that there is a balance
between leadership and control for
all key decisions and procedures.

A foundation has no owners, members or shareholders. It therefore
has no pre-existing control instrument, such as the general meeting
of an association or for the shareholders of a public limited company.
Instead of third-party owners, a foundation could be described as
belonging to itself. That is why it must assume responsibility for the
necessary separation of powers ensuring that the foundation has lead-
ership, but that leadership is subject to controls. Because the foundation
board has leadership responsibility, it is also responsible for organising
these controls, including of itself.

21



Principle 3
Transparency

The foundation maintains the
highest possible level of transparency
regarding its basic principles,
objectives, structures and activities.

Foundations are usually tax exempt, and their activities affect the dy-
namics of social processes. As a proactive force in civil society, they
have an obligation to provide information about themselves. For these
reasons alone, the foundation must ensure that they take transparen-
cy requirements into consideration, both internally and externally. In
addition, foundations will achieve the best possible conditions, for
example with regard to grants, employees, projects, beneficiaries or
cooperation partners, if they are visible. The foundation board is re-
sponsible for ensuring that the public is informed as comprehensively
as possible about the foundation, its activities and its finances. In this
way, it facilitates dialogue with the foundation’s various stakeholder
groups, and in particular with its beneficiaries.

22



Principle 4
Social responsibility

The foundation develops its
organisation and activities according
to the requirements of the times.

Foundations must observe the legal requirements of every country in
which they operate. These include new, administrative obligations that
are often not part of legislation governing foundations, such as money
laundering, data protection, and the automatic exchange of informa-
tion. However, their social responsibility extends beyond complying
with applicable legislation. Foundations do not operate in a vacuum.
They are integrated into any society in which they seek to have an
impact. That is why they work to bring about social change and re-
spond to new challenges (for example regarding ecology, migration,
or diversity) as part of their purpose. They integrate new and antici-
pated cultural, environmental, political, legal, economic, or technical
developments into their grant-making activities and organisation. In
the case of political concerns in the broader sense, — unlike political
organisations such as parties — they may not pursue particular political
interests in order to uphold the principles of public benefit.
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RECOMMENDATIONS

The Swiss Foundation Code’s

28 recommendations are to be inter-
preted in light of the 4 principles

of good foundation conduct.

Each recommendation is to be applied
with a view to these guiding ideas.






Establishment



Founder’s freedom

'The founder’s freedom is guaranteed by law. This includes the freedom
to establish a foundation in the first place, and to structure it however
he/she wants within the legally prescribed framework. Preserving this
freedom is in the interest of the liberal Swiss foundations sector, and
therefore of all participating parties. Like all freedoms, it is preserved
by exercising it.

But a founder’s freedom also means obligations. The possible
establishment of a foundation requires consultation with expert and
professional services. This means that, even before they are established,
foundations require a substantial investment in terms of energy, atten-
tion, time and money. The effort is, however, worth it. It is usually only
while making careful preparations that founders realise what they
really want, and what they can achieve with the resources available to
them. This allows them to implement their intention in the best pos-
sible way. Moreover, any correction after incorporation of the founda-
tion is harder, if possible at all. Only thorough preparation and critical
assessment guarantee that an independent foundation actually has the
legal and organisational structure required to implement the founder’s
intention.

The foundation as a business

There are many different ways to pursue charitable aims. Establishing
a foundation differs from other forms of charity work on account of
the higher degree of commitment involved. A founder generally gives
more money than a donor. He/She irrevocably dedicates a portion of
their assets to a fundamentally immutable purpose, and subjects their
charitable work to regulation by the government. They act as an en-
trepreneurial philanthropist — “entrepreneurial” because they focus on
social needs, opportunities and potential, and “philanthropist” be-
cause they seek to provide an answer to those needs in a charitable
manner.

From an economic perspective, a donation can be viewed as con-
sumption, and a foundation, on the other hand, as an investment. As
with an investment, solid investigations in advance and systematic
planning are crucial to a foundation’s success. Furthermore, as in an
investment, the foundation’s design depends on the risk profile chosen

by the founder.
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A foundation is therefore like a business in two senses. Firstly, the
establishment of a foundation marks the start of a journey for both the
founder and the foundation board with unforgettable experiences as
well as a lot of imponderables. Secondly, a foundation, and particular-
ly one of a certain size, is also an economic undertaking that must be
planned and led. This includes openness to self-criticism, entrepre-
neurial risk, and a desire to innovate. Foundations have a responsibil-
ity to support innovation because they can take greater risks than
profit-oriented companies or governments, since they can pursue more
long-term agendas without the need to take short-term maximisation
or legislative periods into consideration. The willingness to adapt is
also entrepreneurial. Even a foundation that is set up in perpetuity
needs to undergo change and adapt to new circumstances frequently
to avoid losing the ability to make an effective and contemporary con-
tribution to society, within the terms of the foundation purpose.

Characteristics and behaviours that enable commercial organi-
sations to succeed also benefit foundations. The spirit of competition
and a focus on performance are also necessary in the context of phi-
lanthropy. Is our foundation working (at least) as efficiently and effec-
tively as a comparable, government institution or another foundation?
Every foundation needs to repeatedly ask itself this question, and the
answer must be “yes”. The paradigm shift from traditional, charitable
docility to a modern, philanthropic commitment is also reflected in
the vocabulary, with the earlier term “Vergabestiftung” (donating foun-
dation) long having been replaced by the more active “Forderstiftung”
(grant-making foundation).

Grant-making foundations have no legitimacy per se. As organ-
isations that benefit from tax exemptions, they require public legiti-
mation. They achieve this through an entrepreneurial mindset that is
focused on efficiency and impact, and incorporates responsibility,
openness and adaptability.

The role of the founder

The act of establishing a foundation does not grant the founder any
rights within that foundation, since the foundation becomes a legally
distinct entity as soon as it is created. Specifically, the founder may
not unilaterally amend the foundation charter following the founda-
tion’s establishment.

29



This means that the founder has the opportunity to secure influence
for him/herself when the foundation is established. He/she can re-
serve certain rights, and/or assume the position of president or
member of the foundation board, or as a member of any of the
foundation’s other bodies. This continued involvement benefits the
foundation in many cases. But the founder needs to be aware that
he/she cannot dominate the foundation forever. At the latest when
he/she dies, the foundation will take on a life of its own, independ-
ent of his/her direct influence. The founder can influence the most
important stages of a foundation’s development, but must then trust
that the people he/she appoints will in turn appoint capable and
trustworthy successors. Their responsibility is to interpret the foun-
dation purpose, as determined by the founder, in the light of certain
historical, social, political, familial and biographical context, into a
contemporary perspective, and fill it with new life to translate it into
societal impact.

Foundation’s independence

Despite their legal independence, in practice all grant-giving founda-
tions (particularly the smaller ones) run the risk of direct or indirect
dependence on third parties (such as foundation board members), ser-
vice providers (such as law firms) and corporate entities (such as banks),
that place their own interests over those of the foundation. The found-
er can, however, take appropriate precautions if he/she is aware of
these risks from the outset.

This is invariably undesirable dependence, where conflicts of in-
terest cause harm to the foundation. It has nothing to do with legiti-
mate and intentional dependence on the founder him/herself.

The founder’s heirs

The founder’s assets which have been endowed to a foundation are
potentially lost to his/her statutory heirs. In particular the heirs enti-
tled to statutory shares of the founder’s inheritance must be taken into
account: spouses and descendants, civil partners and parents. Benefi-
ciaries whose statutory entitlements are reduced may contest the es-
tablishment of a foundation in certain cases. To avoid this, the found-
er must ensure that no statutory entitlements are infringed. It makes
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sense to conclude inheritance relinquishment or inheritance buyout
agreements with the statutory heirs.
Nevertheless, the “lost” assets may trigger a certain amount of
“phantom pain” among beneficiaries, which can manifest itself down
through generations. Sometimes, as remuneration for a reduced in-
heritance on account of the establishment of a foundation, the found-
er appoints his/her heirs as foundation board members, or even stip-
ulates that more remote descendants be represented on the foundation
board. For the purposes of good foundation management in the long
term, however, binding a charitable foundation to a particular family
for a long period of time can be problematic. The meritocratic princi-
ple that foundation board members be chosen based on their abilities
and judged on their performance generally guarantees better results
than the dynastic desire for succession. Conversely, assuming they are
capable and committed, there are few objections to the involvement
of family members in the foundation board.
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Recommendation 1
Founder’s intent

The founder formulates his/her
intent, and considers whether a
foundation is both suitable

and useful for implementing it.

- Before establishing a foundation, the founder assesses
whether there is a social need for his/her intended support,
whether an independent foundation is the best legal
structure for implementing his/her intention, whether the
assets set aside for the foundation are sufficient to imple-
ment the foundation’s intended purpose, and whether the
foundation should be established indefinitely or for a
limited duration.

- 'The founder formulates his/her intention by primarily specifying
the foundation purpose, assets and organisation, which must
complement each other.

- In the case of indefinite foundations in particular, the founder
specifies a concept for periodic renewal of the foundation

board.




'The more directly a foundation is aimed at a particular need or unex-
ploited potential with societal relevance, the greater its impact can be.
A founder’s first task is therefore to match his/her intention to provide
support with a current or future social need or opportunity. He/she
should investigate, or arrange for independent experts to investigate,
whether there is any need whatsoever for his/her cause, or whether
such a need will arise at a later date. If no such need can be identified,
the founder must rethink his/her objectives. A charitable foundation
should be less guided by the founder’s personal preferences, and more
aimed at generating a benefit for society.

If, after careful investigations, the founder is able to confirm that his/
her cause matches an identified social need, he/she must investigate
or arrange an investigation of whether and to what extent this need is
already covered by existing private or government organisations. In
certain cases, contributing to such an organisation (potentially subject
to conditions or constraints) may be more productive than establishing
an independent foundation (and potentially liquidating it at a later
date), which involves a certain amount of effort.

Establishing an independent foundation is only advisable if there is a
favourable relationship between the resources available and the intend-
ed purpose, and the purpose can be effectively implemented in the
medium to long term.

However, the founder needs to assess not only whether the foun-
dation has sufficient, usable assets to implement its intended purpose,
but also whether establishing an independent foundation makes sense
at all, or whether the assets available at the time and in the future can
be used more effectively some other way to implement his/her cause.
There are various alternatives available. The prospective founder can,
for example:

— Establish a dependent foundation that does not constitute a dis-
tinct legal entity. Umbrella foundations, which are mainly creat-
ed as legal vehicles for medium-sized and small volumes of assets,
should be mentioned in this context. While establishing an in-
dependent foundation requires the endowment of assets for a
particular purpose, in the form of a public notarised deed, a de-
pendent foundation can be established on the strength of a dis-
cretional transaction under private law, tied to a covenant. One
common reason for the establishment of a dependent foundation
is a non-cash contribution in the form of a gift that is subject to
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during lifetime
or inheritance

foundation

a covenant. This means that a dependent foundation can also be
created by means of the appointment of an heir, or a legacy that
is subject to a covenant;

— Provide for the foundation’s limited duration (/imited term foun-
dation), for example if the foundation purpose can only be ful-
filled within a certain period of time;

— Allow or even prescribe consumption of the assets endowed for
fulfilment of the foundation purpose (assez-consuming foundation);

— Contribute his/her assets to another organisation that pursues
the founder’s desired purpose, without establishing a dependent
foundation. In doing so, it is necessary to ensure by contract that
the transferred funds are actually used for the intended purpose;

— Establish an association with others. Unlike a charitable founda-
tion, an association is not subject to government regulation. An
association is more suitable if a large, unchanging group of peo-
ple want to work actively to achieve the association’s purpose for
the benefit of members or third parties, and financing is mainly
provided through membership fees. A foundation is less flexible
than an association, particularly when it comes to changing the
purpose, but it is more durable. It generally requires more initial
assets. A foundation and an association can be organisationally
linked, for example, if a foundation supports an association, or if
a sponsoring or patronage association is established by the foun-
dation’s friends in order to support the foundation.

— Invest the assets in such a way that the investment benefits soci-
ety. This form of investment, which is known as impact investing,
can involve both charitable and for-profit organisations, and
therefore may or may not entail an expectation of financial gain.

Once the founder has decided to establish a foundation, he/she con-
siders how to set it up so that it is able to implement his/her cause as
precisely and effectively as possible. He/she would be well advised to
obtain advice from independent experts, or from the foundation su-
pervisory authority as well.

'The founder must consider whether he/she wants to establish the foun-
dation while he/she is alive or by means of a testamentary disposition
(will and testament, contract of inheritance) in order to create an in-
heritance foundation. Establishment while the founder is still alive is
fundamentally preferable. This allows the founder to experience and
support the foundation, and influence it during its initial stages of
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development. Also, in the case of an inheritance foundation, the au-
thorities first come into contact with it, after the founder has died. This
makes it very difficult to correct any ambiguities, discrepancies or
omissions, since it is no longer possible to ask the founder.

It is sufficient to initially furnish the foundation with only part
of the planned assets, if they are adequate to implement the purpose.
A staggered approach may therefore be possible. First, the foundation
is established while the founder is still alive, with a reduced volume of
assets. The founder then makes the foundation a legatee or heir, which
means that it acquires additional assets when he/she dies.

It is permissible to make a provision in the foundation charter
that the foundation does not become active until after the founder has
died. All organisational matters, coordination with the commercial
register, supervisory and tax authorities can be clarified with the found-
er’s involvement when the foundation is being set up. This ensures that
the foundation is functional after he/she has died. However, this ap-
proach is not recommended, since it is particularly during this devel-
opment phase that the founder usually makes important decisions
regarding the style, focus and characteristics of his/her foundation,
and can also implement fundamental corrections. Experiencing and
influencing the grant-giving made possible by one’s own foundation
also gives more meaning, and is much more satisfying, than a hectic
look at market-related fluctuations of personal assets. Finally, a foun-
dation’s initial inactivity usually means that it is not yet tax exempt
during this time.

For all foundations, particular care must be exercised when it comes
to the wording of the purpose. The following are examples of questions
that should be considered:

— What is the founder’s intent, i.e. how are the founder’s ideas,
expectations, motives and objectives to be expressed, and incor-
porated into the purpose?

— Does the purpose span the proposed duration, i.e. potentially
beyond the founder’s lifetime?

— Is there a foreseeable risk that the chosen purpose will become
obsolete, unachievable, illegal or “immoral” due to social, legal,
technical or other changes? In accordance with Arts. 52 (3) and
88 (1) no. 2 (Swiss Civil Code (ZGB)), a purpose is “immoral” if
it runs contrary to general perceptions of morality or violates
ethical principles and value judgements that underlie society and
the generally accepted legal system.
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— Should the foundation charter include multiple sub-purposes?
And how might the relationship between these purposes be de-
fined?

— How should the purpose be pursued?

— Are there any tax-related aspects that need to be taken into con-
sideration when defining the purpose?

The purpose should be broad enough to allow for any subsequent
changes. The purpose description should be clear and precise, but not
too extensive or detailed. Broad descriptions of the purpose allow
flexible implementation by the foundation’s bodies, which means that
they can also adapt to changed circumstances. Conversely, however,
this entails the risk that the foundation will drift away from the found-
er’s original intentions. Although restrictive purpose descriptions give
more weight to the founder’s direct will, they may one day prove to be
excessively tight bonds that are difficult to break.

The purpose article in the foundation charter can be supplement-
ed by a preamble in the form of a preface or testimonium that describes
the motivation, background, and objectives for establishment of the
foundation in more detail. This can prevent the foundation’s actual
purpose from becoming too verbose. At the same time, the founder
provides a framework for interpretation so that implementation of the
foundation purpose can evolve over time. Pursuit of the foundation
purpose can also be made more specific in a foundation regulation.

In the event of doubt, the founder should word the purpose as
broadly as possible, or reserve the right to change the purpose in the
foundation charter pursuant to Art. 86a Swiss Civil Code (ZGB),
which grants the founder the right to change the foundation purpose.
However, he/she cannot do so until at least ten years after the foun-
dation’s establishment. He/she notifies the foundation board of any
such intentions in good time, since they need to be taken into consid-
eration accordingly in strategic planning.

There must be a reasonable proportion between the available assets
and appropriable income that they generate on the one hand, and the
foundation’s administrative expenditure on the other. In the case of
an independent foundation, the expenditure cannot be reduced at will.
The smaller the volume of available funds, the less favourable the re-
lationship will be between a foundation’s grant benefits and its admin-
istrative expenditure.
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Every foundation has a baseline financial requirement. Substantial and
unavoidable administrative and asset management costs should be
anticipated each year, simply to cover fundamental duties and tasks,
even if the foundation board members have unpaid honorary status.
Based on an average, expected, long-term return on assets of 3—5%
and assumed costs of between CHF 50,000 and CHF 100,000, this
already ties up the yield from assets of approximately CHF 2 million,
and this does not even take into account multi-year phases of below
average returns.

Even a foundation with substantial assets of CHF 10 million may
be of a critical size because, under certain circumstances, it may not
be able to fulfil its purpose effectively and economically in the long
term, unless it is set up as a limited term foundation, or it receives an
influx of further assets. It is therefore essential when establishing the
foundation to plan the anticipated financing required for administra-
tive work carefully, and to consider this in the deliberations around
the foundation’s assets.

'The substantial amount of time invested by the founder and the unpaid
work carried out by his/her “comrades in arms” in the first generation
often create a misleading impression of the longer-term cost structure.
As the first generation is gradually replaced, the costs for administra-
tion and project support measures generally increase. As welcome as
honorary positions are for foundations, sooner or later remuneration
must generally be paid for the work carried out by the foundation
board, secretarial, accounting, project controlling, reporting and com-
munications functions etc., based on market prices. Since subsequent
generations of the foundation board are not generally expected to work
on an honorary basis, the founder’s initial enthusiasm does not paint
a true picture, and “conceals” the actual costs incurred. Before estab-
lishing a foundation, it is therefore advisable to assess its viability
under different conditions, such as honorary work, the management
mandate, etc.

The Swiss Federal Supervisory Board for Foundations demands mini-
mum start-up assets of CHE 50,000. This has no legal basis in practice,
but generally makes sense. The amount is usually too low, rather than
too high, and is only justified in cases in which a foundation has a de-
clared intention to grow. A low volume of start-up assets can be justified,
for example, if the intention is for the foundation to carry out active
fundraising activities (which often proves difficult), or if the founder
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The problem of an
indefinite duration

Limited term and
asset-consuming
foundations

does not want to pay unnecessary notarial costs (depending on
the volume of endowed assets) for establishment of the founda-
tion,

only wants to contribute larger amounts upon death, for example
because he/she fears that the funds will be needed during life-
time, or for reasons of discretion,

only wants to endow larger amounts as a subsequent endowment,
when convinced that the foundation is working effectively,
wants to endow the foundation in a staggered manner for tax or
other reasons.

Foundations are traditionally set up for an indefinite period. They are
usually intended to implement the founder’s will in the long term.
However, there are various problems associated with this approach.

Since it is not possible to specify a purpose for the foundation
that addresses current social needs and is also valid indefinitely,
the only solution is to keep the purpose’s wording very open —
with the corresponding risk of ambiguity and arbitrariness when
it comes to subsequent interpretation and implementation.
While an attempt is still made to find and develop the most ef-
fective implementation of the foundation purpose during the
start-up phase, as a historical expression of intent, the founder’s
vision tends to fade with each generation of the foundation board,
and also as society changes.

'The foundation’s organisation also often erodes over time. If no
corresponding countermeasures are taken, the specific govern-
ance risks faced by a foundation such as self-dealing, corruption,
mismanagement, and passivity increase.

The medium-term and long-term growth of the global economy
cannot be foreseen when a foundation is established, which en-
tails a risk that the foundation’s assets will devalue. Only foun-
dations with substantial assets and sufficient fluctuation reserves
are able to withstand extended capital market or real estate crises
unharmed, without needing to temporarily restrict or even sus-
pend pursuit of their purpose.

The founder considers whether his/her foundation should exist “indef-
initely” or only for a certain amount of time. In addition to a /imited
term foundation, whose existence is limited from the outset in the foun-

dation charter, another option is an asset-consuming foundation.
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If the foundation is only to be in existence for ten years, for example,
then the founder may impose on the foundation board the stipulation
that the endowed assets must be used up within ten years. In the same
way, for subsequent contributions, he/she can stipulate by contract that
they may or must be used up (by a certain date).

'This potentially allows the founder to experience and influence
the foundation’s entire life cycle. An asset-consuming foundation is a
tool that allows the founder to use the foundation’s assets, and not just
the income they generate, to implement the foundation purpose, in
order to achieve a greater impact. Since there is unlikely to be any need
to change it, the purpose for limited life and asset-consuming foun-
dations can be detailed and precise.

Even if the founder does not want to prescribe the consumption
of assets, he/she should at least allow it. This enables the foundation
board to transform the foundation into an asset-consuming founda-
tion one day (albeit temporarily) if it becomes useful or necessary to
do so.

A foundation’s name should be meaningful. It should serve the same
purpose as a trade mark. It is necessary to check in advance whether
any other legal entity has the same name. This also includes securing
an internet domain that is as similar as possible, to launch a website
and electronic communications.

In addition to fantasy designations, a foundation’s name can also
refer to certain people or things. It must be true (precept of truthful-
ness), may not be misleading (prohibition of deception), must not lead
to any confusion (precept of clarity) and must not be detrimental to
the public interest.

Allusions to the government or government organisations (“fed-
eral”, “cantonal”, “municipal”, etc.) are not allowed. National, territo-
rial and regional elements (“Swiss”, “International”, etc.) are allowed
provided they meet the precepts of truthfulness and clarity in particu-
lar, and prior official approval is essential.

'The founder would be well-advised to get potential or future founda-
tion board members on board as early as possible to help with the
brainstorming process. He/she must therefore think about organisa-
tion and composition of the foundation board, and above all the nec-
essary specialist and personal qualifications, before doing anything
else. Members of the foundation board must meet strict ethical stand-
ards. They must have integrity, be loyal, and play a part in development
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The founder on the
foundation board

Rights of the
founder to exert
influence

of the foundation as independently thinking partners. When prepar-
ing and establishing the foundation, and in the start-up and subse-
quent development stages, the founder can expect more for implemen-
tation of his/her vision from a team of critical, constructive, co-thinking
personalities than from obedient “yes-people”.

If the founder is a foundation board member, he/she must satisfy the
requirements that apply to all other members. It can be beneficial to
development of the foundation if the founder co-designs the initial
stages of development as a foundation board member. However, it can
also make sense to entrust the entire management of the foundation
to third parties from the outset.

'The founder’s involvement is not always without problems. As a
member of the foundation board, he/she must respect the foundation’s
legal status and regulations. He/she does not enjoy any special rights
unless such rights have been granted in the foundation charter. The
legal separation from the founder’s assets must lead to the psycholog-
ical insight that he/she is not the owner of the foundation’s assets, and
therefore cannot make decisions over the heads of the other foundation
board members regarding the foundation’s development and use of
grant funds. If the founder’s role on the foundation board is not clar-
ified in this respect, significant disruption, such as the departure of
qualified peers.

Founders have been known to exert pressure on the foundation
board, for example by explicitly or implicitly threatening to withhold
subsequent endowments, if it does not comply with his/her wishes.
However, the founder must always ask at all stages whether putting
his/her mark on things too much truly serves positive development of
the foundation.

Even if the founder is not on the foundation board, the board gener-
ally listens to what he/she has to say. However, it is only legally obliged
to do so if the founder has stipulated such a right to be consulted in
the foundation charter. Even then, the foundation board makes all
decisions and holds overall responsibility for the foundation.

In addition to a right of consultation, the founder may reserve
other rights for him/herself in the foundation charter, for example
the right

— to change the purpose pursuant to Art. 86a Swiss Civil Code

(ZGB) (provision for change of purpose),
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— to appoint and/or dismiss certain or all members of the founda-
tion board, the auditor, or other bodies,
- to sit on the foundation board him/herself, potentially for life,
or to have a representative sit on the board,
— to make decisions regarding certain services provided by the
foundation.
'The founder may also grant such rights to third parties, with the ex-
ception of reservation of the right to change the purpose.

Even in the case of foundations set up for an indefinite period, it may
prove necessary in the future for the foundation to be liquidated, or
the foundation board may want to consider a merger. The founder

should include corresponding provisions for such cases in the founda-
tion charter. Specifically, he/she may specify the organisation or type

of organisation to which any residual assets should be transferred.

Additional considerations for smaller foundations

As a rule, the relationship between administrative costs and support
services is less favourable for smaller foundations. Also, faced with the
threat of extended periods of low income, smaller foundations are
forced to tie up substantial portions of their capacity to preserve their
assets in the long term. The creation of financial and fluctuation re-
serves, and efforts to preserve the real value of the foundation’s assets,
reduce what are already limited grant-making opportunities. Founda-
tions that need to preserve their assets therefore place greater empha-
sis on their obligation to preserve their assets than the implementation
of their purpose.

Nevertheless, establishing a smaller, independent foundation is
not necessarily a bad idea. But the prospective founder and his/her
advisors should first thoroughly explore more affordable alternatives
for implementation of the intended purpose, in particular setting up
a dependent foundation within the cost-effective framework of an
umbrella foundation.

A limited term foundation or asset-consuming foundation are
particularly suitable for small volumes of assets. A small foundation
can also be functional and effective in a limited period of time.
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Examining If an independent foundation is to be established with a small volume
perspectives of assets, the founder must also first answer the following questions:
— s there any prospect of future asset growth that would justify
the establishment of an independent foundation?
— Are the projected costs for establishing and operating the foun-
dation realistic? Can the foundation cover all of the costs of its
operations in the long term, i.e. without its foundation board

members working on an honorary basis?
— Are there suitable people available for the foundation board?
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Recommendation 2

Legal domicile and tax
exemption

The founder considers in advance
where the foundation should
have its legal domicile, and which
supervisory authority should

be responsible for it.

- 'The founder always specifies a legal domicile for the foundation
where the focus of its support activities is going to be.

= 'The founder assesses the tax situation, particularly the
possibility of achieving tax exemption for the foundation.

=

The founder clarifies which supervisory authority will supervise
the foundation.




Legal domicile

Foundation
supervision

'The founder may specify in the foundation charter, or the foundation
board may specify in a regulation, that the foundation’s legal domicile
be located anywhere within Switzerland, irrespective of where the
founder or the foundation board members live. The foundation’s legal
domicile and its actual administration do not need to be in the same
location.

A foundation should generally have its legal domicile where its
support activities are focused. The location of its legal domicile does
not impose any geographical restrictions on its operations, however,
particularly with respect to support activities in other countries.

Unless it is prevented from doing so in the foundation charter, a
foundation may change its legal domicile at any time.

'The Swiss Federal Supervisory Board for Foundations is the national
supervisory authority. The cantons and municipalities also have their
own foundation supervisory boards. Many cantonal regulatory boards
have merged to form regional foundation concordats.

A supervisory authority’s responsibility is based on the founda-
tion purpose and the area in which it operates. In practice the follow-
ing rules apply in particular:

— Foundations that operate throughout Switzerland, across borders
or in other countries, or foundations that are of Swiss-wide or
international significance, are always subject to federal supervision.

— Ifafoundation’s activities span multiple cantons, but its purpose
does not suggest federal regulation, the (inter-)cantonal author-
ity where the foundation has its legal domicile is responsible. In
the case of such foundations, it is advisable to put the legal dom-
icile in the canton with the regulatory practice that is most con-
ducive to the foundation’s dynamic development. Differences are
particularly evident with regard to willingness to provide servic-
es and liberal attitudes.

— Subjecting a foundation to the supervision of municipalities or
districts is not generally advisable, since the relevant expertise is
not universally available.

As part of the discretion that is exercised by the authorities when de-
termining the supervision of a foundation, local connections with a
particular company or institution (university, school, home, etc.), oth-
er special circumstances and practical considerations are also taken
into account.

44



'The choice of location is also sometimes influenced by tax considera-
tions, even though, as numerous studies have shown, there is no gen-
eral, causal relationship between tax optimisation and philanthropy.
'The idea to create and implement a foundation is generally motivated
by content-related concerns rather than tax considerations. Although
deductibility for tax purposes may offer an incentive to establish foun-
dations and make contributions or donations, a foundation is far from
being a particularly suitable vehicle for optimisation, let alone tax
avoidance.

Foundations must meet several criteria in order to be granted tax ex-
emption from direct federal taxes:

—  Common public interest: 'The pursuit of public interest is a funda-
mental, objective criterion for achieving charitable status under
tax law. Charitable activities may also be carried out outside
Switzerland, and such activities must be suitably documented
(activity reports, annual financial statements, etc.). The founda-
tion must also actually pursue its charitable purpose, and may
not limit itself to asset management. Another, subjective criteri-
on is that pursuit of the purpose must not benefit the foundation
itself. The foundation’s activities may not serve its own interests.

—  Exclusivity of use of funds: The foundation’s activities must be
aimed exclusively at the charitable purpose. They may not be
carried out for pecuniary benefit or pursue other interests.

— Irrevocability of the pursued purpose: The foundation’s assets must
irrevocably serve its purpose. The return of assets to the founder
or his/her legal successors must be excluded. That is why, when
the foundation is dissolved, the remaining assets must go to an-
other (tax-exempt) organisation with a similar purpose.

If these criteria are only partly met, the foundation may be partly tax
exempt.

Exemption from cantonal tax liability is governed by the indi-
vidual cantons’ tax laws. This falls under the responsibility of the can-
tonal tax authorities. The criteria are generally similar to those for tax
exemption at federal level. In practice, tax exemption is applied for in
the canton in which a foundation has its legal domicile. If it is grant-
ed, it also applies at federal level.

The criteria for tax exemption of legal entities are described in more

detail in circular no. 12 issued by the Swiss Federal Tax Administration
on 8 July 1994. Circulars are neither laws nor ordinances, but rather
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communiqués issued by administrative authorities in order to define
practice. Circular 12 has been obsolete for a long time now, and has
become a significant problem for the foundations sector. It must be
finally updated or replaced. New, entrepreneurial forms of funding,
such as establishing a financial cycle by reusing return flows to the
foundation are still unjustly frowned upon by certain cantonal tax
authorities on the basis of the circular. Objectionable in a number of
respects is that a “sacrifice” (n.b. honorary status) is demanded from
members of the foundation board, without any legal basis or plausible,
dogmatic support. Furthermore, support activities carried out in oth-
er countries are also sometimes frowned upon for tax purposes without
any convincing reason.

Endowments made when a tax-exempt foundation is established, as
well as contributions to existing tax-exempt foundations can be de-
ducted from the founder’s or contributor’s taxable income under cer-
tain conditions.

In the case of direct federal taxes, the limits for deductibility are
20% of net income for legal entities (Art. 59 (1) lit. ¢ DBG), and 20%
of a natural person’s income (Art. 33A DBG) (following deduction of
expenditure pursuant to Art. 26—33 DBG). Whether a contribution
is made in cash or other assets is immaterial. The Swiss Federal Tax
Harmonization Act stipulates similar conditions for deductibility of
voluntary contributions to tax-exempt foundations.

Tax laws at cantonal level vary considerably. Deductibility cur-
rently ranges from 5% (canton of Neuchatel) to 100% (canton of Ba-
sel-Landschaft), but is 20% in the vast majority of cantons.

Generally speaking, the tax practice of most of the cantons for chari-
table foundations is unsatisfactory. This is made even more shocking
as a study by SwissFoundations and PwC in 2019 showed that tax-ex-
empt foundations pay for themselves within a short space of time,
since the founders’ contributions exceed ongoing tax losses relatively
quickly.

In terms of optimising the foundation’s impact, the founder
and the foundation board are under an obligation to specify the best
possible legal domicile for the foundation. They would be well-ad-
vised to take the practices of the various regulatory and tax author-
ities into account when determining in which canton the foundation
will be based. There are significant differences between the various
cantons and/or regions with respect to freedom, flexibility and ser-
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vices, and players in the foundations sector are aware of these dif-
ferences.

This is also particularly relevant in an international context. The
conduct of the tax authorities can encourage or dissuade founders from
establishing foundations in Switzerland.
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Recommendation 3
Foundation charter,
regulations, guidelines,
guiding principles

On the basis of the foundation
charter the founder or foundation
board drafts one or more regula-
tions and guidelines, and considers
the need for guiding principles.

- The founder stipulates fundamental and long-term provisions
in the foundation charter.

- The founder or foundation board makes decisions that should
be kept more flexible using a regulation or guideline.

= Particularly if the wording of the foundation purpose is broad,
the foundation considers the need for guiding principles, and
carries out a new assessment at regular intervals.




The foundation charter is a foundation’s normative basis, or its consti- Foundation charter
tution, while the regulations and guidelines that are subordinate to it
govern individual areas, akin to laws or ordinances. The foundation
charter defines the central stipulations, which is why it may only be
changed in exceptional circumstances.

On the other hand, the foundation board must have the author-
ity to adapt a foundation’s organisation and structure to current cir-
cumstances and requirements. That is why, in the foundation charter,
the founder should give the board sufficient freedom to change the
foundation, so that it is always able to implement its purpose in the
best possible way. The founder may not rely solely on people he/she
trusts. It is inevitable that foundations established for an indefinite
period will at some point be led by foundation board members who
have never known the founder. This kind of flexibility on the part of
the foundation is achieved using “may” rules among other things (“The
foundation board may form committees”), and the purpose that is not
too narrowly defined.

A foundation regulation should contain anything that cannot or Foundation
should not be regulated by the foundation charter, but that does re- regulations
quire long-term regulation. Foundation regulations are enacted by the
tounder or foundation board, and reported to the supervisory author-
ity. They are binding for a foundation’s bodies, but are much easier to
change than the foundation charter. This enables the foundation board
to adapt the foundation to changed conditions.
While there is only one foundation charter, several foundation
regulations can be put into effect. The following foundation regula-
tions typically provide the basis for the checks and balances, and for a
foundation’s ability to evolve:
— organisational (business) regulations,
— regulations for the election and succession of foundation board
members,
— grant-making regulations,
— investment regulations.

It is advisable to have the foundation charter and any foundation reg- Prior examination
ulations examined in advance by the relevant authorities (foundation
supervisory authority, commercial registry, notary’s office) before es-
tablishing a foundation.
This also applies with respect to tax exemption: The tax author-
ities will only guarantee the foundation’s future tax exemption on the
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l Guidelines

Guiding principles

basis of a draft of the foundation charter and any foundation regula-
tions. If the advance assessment indicates more obstacles in particular
cantons than in others, this must be taken into consideration when
choosing a legal domicile.

Not all specifications need to be enshrined in formal regulations. They
can also be governed by guidelines, which from a legal perspective are
equivalent to foundation board resolutions. Enactment and amend-
ment of guidelines do not need to be reported to the authorities. The
classification of a provision as a foundation regulation or guideline is
based entirely on its designation and its treatment by the foundation
board. It is therefore advisable to enact medium-term specifications
that are to be kept flexible, in the simpler form of a guideline. The
following are examples of specifications that could be enacted in the
form of guidelines, which can be reviewed and amended periodically:

— the profile of requirements for foundation board members,

— expenses regulations,

— regulations relating to executive management’s activities,

— project assessment criteria.

Unless otherwise specified by the foundation charter, the foundation
board is responsible for drafting guiding principles and renewing them
at regular intervals. The guiding principles are the culmination of the
foundation board’s strategic decision-making, and gives direction to
the foundation’s activities. It contains the main statements regarding
the foundation’s self-image and vision for the future, which serve as
the basis for its activities and decisions.

While guiding principles are not required by law, it is still one of
a foundation’s important management tools. It could be described as
a framework for a foundation’s philosophy and activities. It defines a
foundation’s long-term direction, and may also highlight the discrep-
ancy between the actual and target states.

The fundamentals of a foundation’s identity are set out in the
foundation charter. But it is often only the guiding principles that
show how a foundation sees itself, and how it wants to be seen in the
public eye. The guiding principles can be thought of as a foundation’s
overall concept. Whatever decisions are made, measures planned and
strategies developed by the foundation board, they should always com-
ply with the guiding principles and serve its implementation.

Essentially, developing guiding principles means answering the
fundamental questions faced by a foundation, now and in the future.
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'This process is crucial to success. The guiding principles can become
a marketing tool — provided they are followed.

The guiding principles should be reviewed and renewed at regu-
lar intervals (roughly every four or five years) in order to assess the
foundation’s situation. This process should involve as many of the peo-
ple involved in the foundation’s work as possible, possibly also the
beneficiaries. They should at least be informed of the results of the
review. This kind of procedure improves the quality of the foundation’s
work, and motivates everyone involved.

As avehicle for philanthropy, grant-making foundations follow a pur-
pose built on a system of values oriented around the common good.
Their common public interest is recognised by the tax authorities.
Foundation board members and employees are aware of this respon-
sibility towards society and shape the foundation’s activities accord-
ingly — not just its support activities, but also management of its assets.

There is no such thing as universal foundation ethics. Making
general ethical statements that can be applied at will to other organi-
sations and activities is not recommended. Instead of proclaiming
empty phrases and platitudes, those in charge of foundations are re-
sponsible for implementing the foundation’s charitable purpose in such
a way that the foundation’s resources are not managed or used in a
manner that violates the principles of the common good. A charitable
foundation cannot accept any consequences resulting from its activities
that are generally harmful.

A founder can ensure that his/her vision is repeatedly reinvigorated by
specitfying, either in the foundation charter or in a foundation regula-
tion, that the foundation must follow Swiss Foundation Code recom-
mendations or those of a comparable best practice regulation. In this
way, he/she ensures that the foundation board is always obliged to
work towards agile and robust development of the foundation, after
the establishment phase, and even after his/her death. If the founder
has not made such a provision, the foundation board may also codify
this kind of orientation towards quality standards, using a regulation,
at any time.

In the case of the Swiss Foundation Code, it is advisable to declare
this as a quality statement in external communications, for example on
the website and in the financial report. “Guided by the Swiss Founda-
tion Code” is to be preferred over the misleading wording “complies
with the principles and recommendations of the Swiss Foundation
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Code”, because this code does not contain any binding standards that
can be complied with or violated. Instead, the foundation board is
responsible for applying the principles and recommendations to its
foundation in the best possible way.

Not just grant-making foundations, but every Swiss foundation,
should conduct a periodic review based on the principles and recom-
mendations of the Swiss Foundation Code. This operationalises the
focus on good foundation governance.

Additional considerations for smaller foundations

'The foundation charter is not at all suitable as a strategic and opera-
tional management tool. Small foundations should therefore not shy
away from the work of codifying additional regulations in writing
either, particularly with respect to their support activities and asset
management. Without such specifications, there is a risk that volatil-
ity or even a certain degree of arbitrariness, could become a principle
of management — to the foundation’s detriment.

Furthermore, as a result of the significant overlap between their
strategic and operational levels in the foundation board, smaller foun-
dations also lack key elements of checks and balances. They therefore
require additional regulations, in particular with respect to continuity
and conflicts of interest.

The Swiss Foundation Code is particularly useful to smaller founda-

tions as a guide and concrete aid. This allows them to carry out pro-
tessional and contemporary grant-giving despite having a small budget.
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Legal and moral responsibility lie with the foundation board

It is not the founder and certainly not the regulatory authorities that
are responsible for the foundation, but rather the foundation board.
'The board governs the foundation and determines everything that the
foundation does within the framework provided by the foundation
charter. The foundation board’s governance therefore covers every part
of a foundation — not just its organisation, but also its grant-giving
activities and finances.

'The foundation board is the guarantor of good foundation gov-
ernance. It cannot delegate this responsibility.

High standards of integrity apply to
foundation board members

'The foundation board generally has full decision-making authority in
the fields of asset management and the use of grant funds — without
being subject to owner’s or market controls. The foundation board also
sets the level of its own remuneration, and generally renews its mem-
bership in accordance with the co-optation principle. “Internally”, the
foundation board oversees itself and is its own supervisory body.

The specific governance situation of grant-making foundations
is characterised by power, freedom and self-monitoring. The founda-
tion board and its members must therefore be held to high ethical
standards. The members of foundation boards always act in the foun-
dation’s overriding interest. They do not pursue any of their own in-
terests in the course of their work for the foundation. Equally, they do
not consider themselves to be representatives of, or lobbyists for, spe-
cific groups of beneficiaries or cooperation partners, rather always
merely as decision-makers within the framework provided by the foun-
dation purpose. Grant-making foundations are not tools for tax-ex-
empt enrichment. Self-dealing or favouritism, no matter how minor,
must be avoided.

Foundation governance is an entrepreneurial task

The foundation board cannot change the foundation purpose. But it
must implement it, i.e. apply it to the current situation within soci-
ety and reach a corresponding decision. Its function is essentially
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entrepreneurial, not administrative. Foundation board members must
see themselves as business people acting in pursuit of the foundation
purpose. They should use the funds entrusted to them to achieve the
greatest impact possible. It is on this basis that they are to be judged.

Charitable foundations must create — demonstrable — added val-
ue within the meaning of their purpose. Their grants and other sup-
port are to be thought of as investments in society. As an enterprise,
a grant-making foundation must repeatedly ask itself: What has the
foundation achieved? What has improved thanks to its involvement?
What is the Social Return on Investment? Dishing out money at will
with a philanthropic bent, and (mis-)construing this as “grant-mak-
ing”, has long been abandoned as a model for contemporary founda-
tion work.

Governance levels must be kept separate

'The foundation board generally uses an executive management func-
tion, whose members do not include members of the foundation board,
for the operational level. This separation is a prerequisite for checks and
balances, which are all the more important because, as mentioned
above, a grant-making foundation is not subject to any owner’s or
market controls. This kind of executive management is essential for
medium-sized and large foundations. On the one hand it is an exec-
utive body that in a way represents the foundation’s administrative
level, and on the other hand it serves as a staff organ for the strategi-
cally-oriented foundation board, and prepares the board’s decision-mak-
ing information. Use of executive management does not, however, re-
lease the foundation board from its governance responsibilities.
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Recommendation 4
Function of the
foundation board

The foundation board governs the
foundation.

- 'The foundation board makes decisions independently and on
its own authority within the framework provided by the
foundation charter. If the founder is a member of the foundation
board, this does not release the other board members from
the responsibility to exercise their own judgement.

-  'The foundation board determines the foundation’s policy
and strategy with respect to grant-making and finances.
It monitors their implementation, while seeking to ensure a
balance between targets and resources in the short,
medium and long term.

- 'The foundation board periodically reviews the foundation’s
policy, strategy and organisation. This also includes evaluation
of executive management, and the foundation board itself.




'The foundation board is a foundation’s ultimate governing body. It is
responsible for the foundation’s activities, and acts under its own re-
sponsibility. It does not administer the foundation, it governs it.

'The foundation board’s core duty is to implement the foundation
purpose. To this end, it must fulfil the functions of governance,
grant-making and financial responsibility, as legally required.
Governance — strategic governance of the foundation, and target setting

— specifying the organisational structure using foundation regula-
tions and guidelines, if not specified by the foundation charter,
— personnel planning at foundation board and executive manage-
ment level,
— appointing and dismissing members of executive management,
and people entrusted with representing the foundation,
— supervising those people with respect to objectives,
— approval of the annual report/annual financial statements,
— supervising compliance: do the foundation’s overall activities
comply with the applicable laws and statutory regulations?
Grant-giving — structuring of grant-making activity
— specifying the grant strategy,
— defining the grant-making regulations,
— determining the key grant-giving activities.
Finances — structuring the asset management, accounting practices and
financial controls
— determining the management of assets and liabilities,
— deciding on the accounting practices, and the appointment of an
accountant,
— electing the auditor,
— approving the budget and annual financial statements,
— acknowledging the audit report.

Within the framework specified by the founder, the foundation board
defines an organisation for the foundation that is tailored to its policy,
strategy and size. When using other bodies such as committees, ad-
visory boards or executive management, care should be taken to ensure
that the tasks, authorities and responsibilities are congruent.

In accordance with the foundation’s strategy, the foundation
board proactively seeks out areas of activity in which the foundation
purpose can best be fulfilled.
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'The foundation board does not fulfil its responsibilities entirely through
grant-giving activities. Instead, its role is that of a player in the foun-
dations sector, part of the “third sector” between the private and the
public sectors, that is playing an increasingly important role in socie-
ty. It therefore has an interest in the foundation’s more wide-ranging
impact.

'The foundation board is involved in development of Switzerland
as an environment for foundations, for example through partnerships
with other foundations, and dialogue with other, relevant, private and
government agencies. It supports and assists projects aimed at survey-
ing and developing the third sector itself, and the foundations sector
in particular. This involvement forms part of the work of a modern
charitable foundation, and helps enhance the economic and social
significance of the philanthropy sector.

In accordance with the foundation charter, the foundation board uses
a foundation regulation (organisational regulation, business regula-
tion) to define an organisation for the foundation that is best suited to
implement the foundation’s purpose effectively. In doing so, it puts
clear relationships in place. The foundation board organises itself, and
defines the tasks and authorities of executive management and other
bodies. It reserves the right to approve important transactions.

Following a risk assessment, the foundation board regulates rep-
resentation of the foundation (i.e. authorised signatories). Sole signa-
tory authority with respect to banks is generally inadvisable so that
the four-eyes principle is observed. From a practical perspective, how-
ever, sole signatory authorities may make sense in other areas. How-
ever, these should be specified using guidelines or foundation board
resolutions.

Although it is not prescribed by law, it is advisable for a foundation to
have a vice president, as well as a president, to act as the president’s
representative and advisor. Together, these two people can form the
presiding committee, which brings together two necessities of foun-
dation management: continuity and control.

The foundation board assesses all parts of the foundation at regular
intervals. In particular, it evaluates:

— the foundation’s policy and strategy,

— the guiding principles,
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— the foundation regulations and guidelines,

— the foundation’s organisation,

— the efficiency and effectiveness of the foundation’s activities,

— the feasibility of the foundation purpose using the available

resources,

— performance by executive management,

— its own performance.
The foundation board bases its assessment of the various parts of the
foundation on a best practice regulation, such as the Swiss Foundation
Code. Regularly checking the circumstances at the foundation against
this self-regulating framework of good foundation governance sup-
ports the foundation’s ongoing development. If possible, the founda-
tion board also measures the aforementioned areas against the best,
comparable, private and public support institutions, and makes adjust-
ments or improvements as necessary.

Foundations that have largely discontinued their support activities
receive a warning from the foundation supervisory authority. Never-
theless, there are a many “inactive” or “dormant” foundations, which
are foundations that are not doing everything that they could be, let
alone maximising the impact of their grant-giving activities. In the
case of smaller foundations, this may be due to the unfavourable rela-
tionship between the return on assets and operating expenses, or be-
tween grant benefits and administration costs. But if the foundation
board allows excessive administration costs, tolerates substantial asset
management costs despite modest income, creates excessive fluctua-
tion or other reserves, and focuses too much on preserving the real
value of the foundation’s assets instead of fulfilling its purpose, or
simply does not make use of available resources, it is failing in its re-
sponsibility because it is needlessly limiting the foundation’s impact.

By restricting or shifting the foundation’s activities to adminis-
tration, which may generate handsome fees in the fields of executive
and asset management, the foundation board disregards the founder’s
intention and fails in its duties. It is not (sufficiently) implementing
the foundation purpose, and no longer establishes an adequate exter-
nal connection for the entrusted foundation; and may be acting for
(and serving) itself.

Foundations with minimal activity in the long term are unac-
ceptable. The foundation board must find another solution (renewal,
changing the purpose, merger, liquidation, etc.).
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'The foundation board may delegate certain tasks to committees, indi-
vidual members, executive management, or third parties.

Operational implementation of the foundation’s strategy is as-
signed to executive management. It is inadvisable, however, to dele-
gate strategic tasks.

Delegation does not mean getting rid of problems, but rather
involving other skills and capacities in solving them. Despite delega-
tion, responsibility always lies with the foundation board.

Irrespective of size, every foundation must define an internal control
system (ICS, cf. Art. 728a (1) para. 3 Swiss Code of Obligations (OR)),
whose fault-free functioning must be monitored in keeping with the
principle of checks and balances. The main thing is to provide for mon-
itoring rules and procedures that are necessary for proper governance
and appropriate handling of the foundation’s specific risks. The ICS
goes beyond mere accounting procedures, and covers every part of the
foundation. One of the most important aims of internal controls is to
identify potential risks and weaknesses at an early stage, in order to
avoid damages.

From time to time, the foundation board should conduct a risk
debate as part of problem management. What apparent and hidden
risks does the foundation take in connection with its opportunity-ori-
ented activities? How does the foundation handle detrimental conse-
quences or crises, including in terms of communications?

Members of a foundation’s bodies and employees who are ex-
posed to increased risks as part of their work for the foundation are
advised to take out directors’ and officers’ liability insurance. Honorary
status does not confer any immunity from liability.

'The foundation board keeps the supervisory authority informed about
matters that could be relevant in terms of liability. However, the su-
pervisory authority does not release the foundation board from its
responsibility. It is also unable to discharge it under civil law (décharge).

'The foundation board is responsible for ensuring compliance with
Swiss and international laws (foundation law, tax law, social insurance
law, data protection law, etc.). It also monitors compliance with stat-
utory regulations by all foundation bodies, employees and third parties
consulted.
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Additional considerations for smaller foundations

The boards of small foundations are usually in charge of the founda-
tion’s strategic and operational management. This requires an organ-
isation that is as simple as possible, but also exacerbates the governance
problem of self-regulation.

'The concentration of authorities and responsibilities makes it particu-
larly important for the foundation board to critically question its own
performance on a regular basis.

Sooner or later, smaller foundations in particular, which have been
established for an indefinite period of time run the risk of barely being
able to provide noteworthy or purposeful funding. The more the mem-
ory of the founder fades, the less tangible the founding myth becomes,
and as generations of foundation board members come and go, the
motivation to implement the foundation purpose effectively can dwin-
dle. In some cases, the returns generated by the assets end up mainly
serving to finance the fees and charges of service providers, who are
often also members of the foundation board on account of the foun-
dation’s small size.

Nor is the foundation board excused by the argument that the
volume of assets is (or has become) too small, or that the foundation
purpose has become obsolete, or cannot be implemented any more.
If this were the case, the foundation board would be obliged to con-
sider making structural changes, in order to continue implementing
the founder’s intention and the foundation purpose in the best pos-
sible way, such as conversion into an asset-consuming foundation,
changing the purpose, liquidation, merger with another foundation
that has a similar purpose, or transferring the assets to an umbrella
foundation.

Medium-sized and larger foundations must therefore demonstrate
strategic engagement for the foundations sector, and dedicate corre-
sponding resources to this purpose. Smaller foundations should not
spend their limited budgets on this task, but should be able to benefit
from the efforts of larger foundations.

In some cases, however, small contributions can also have a big
impact — particularly when it comes to the kind of cooperative initia-
tives, in the form of consortia, that have become established in the
foundations sector. These are financing collectives that prioritise the
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common interest over the financial muscle of the individual partici-
pants, who are usually on an equal footing in terms of influence and
involvement, irrespective of how much they contribute.
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Recommendation 5
Renewal of the
foundation board

Unless provision is made in the
foundation charter, the foundation
board specifies the procedure

for the appointment and dismissal
of its members, as well as the
president and vice president.

- The foundation board sets terms of office of between two and
five years.

-  The foundation board sets limits on tenures and/or age
restrictions.




Renewal

Terms of office

Limits on
tenure and age
restrictions

'The team of foundation board members responsible for governance of
the foundation should be renewed periodically to allow the foundation
to evolve. Foundation board members should therefore serve for lim-
ited periods. It is advisable to issue an election and succession guide-
line in order to codify the renewal process.

As part of renewal of membership of the foundation board, main-
taining and fostering the vitality of the foundation’s vision and conti-
nuity is a particular challenge that requires planning.

Terms of office substantiate the time frame of the relationship between
foundation board members and the foundation. They make it easier
for the foundation board to renew itself on a systematically staggered
basis, to retain its diversity and a mix of ages, and to avoid overaging.
'The close, personal connection between long-standing members of the
foundation board can also pose a risk to the foundation. Violations of
good foundation governance, such as self-dealing, are often tolerated
as trivialities among good colleagues. Personal considerations, blind
spots, taboos and perks, etc. are always detrimental to the foundation
and its ability to make an impact.

Terms of office make the foundation board more dynamic and
structure its activities. On the other hand, re-election should gener-
ally be permitted until a certain tenure is reached.

Terms of office of between two and five years are recommended.
One-year terms of office are also found in practice. In this case, elec-
tions come up as an agenda item once per year. The advantage of one-
year terms of office is that, thanks to the possibility of failing to
achieve re-election, voting a board member out of office can usually
be avoided. On the other hand, this can make long-term planning
more difficult, both for the foundation and for the foundation board
members themselves.

Limits on tenure and age restrictions serve to renew the foundation
board systematically and keep it young. Limits on tenure should gen-
erally be set, even if this affects the founder him/herself, or his/her
family members. They protect everyone from difficult personal con-
frontations and prevent the foundation from becoming too set in its
ways.

Terms of office are also essential for the positions of president
and vice president of the foundation board, and in this case as well,
possibilities of re-election should be considered, and limits on tenure
and age restrictions should be set.
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Depending on the characteristics of the foundation (purpose, size, Election
positioning), the election committee for election of the foundation ~committee
board members can be:
— The foundation board itself (co-opting). This variant is the most
common, but it harbours the risk of insufficient renewal. It is
advisable to use a nomination or succession committee, which
should prepare the election, and put forward multiple candidates,
if possible. Executive management may be involved in the elec-
tion process. It may also be advisable to involve impartial third
parties. Departing members, on the other hand, should neither
be on the nomination or succession committee, nor be involved
in electing their successors.
— An external body (the founder, a third party, the founding fam-
ily, the government etc.). This gives the body significant influence
over the foundation.
— Mixed arrangements are also possible, for example if certain
members of the foundation board are co-opted and the others
are elected by third parties.

If a founder wishes to specify in the foundation charter that certain  Ex officio members
institutions (such as companies or the government) can appoint dele-
gates, he/she must clarify in advance whether there is even any inter-
est in long-term appointments. This requirement should be formulat-
ed in the foundation charter in such a way that it is not always a
particular official (such as the head of a department) that needs to be
delegated, but a suitable and interested person that is delegated to the
foundation board as a representative of the institution instead.
Ex officio memberships should only appointed if there is a good
reason to do so.

'The criteria and procedure for voting a member out must be specified  voting out
in a regulation, if the founder has not specified them in the foundation
charter. The necessary quorum for voting a member out must also be
specified therein. A qualified quorum (such as two-thirds of all mem-
bers of the foundation board) is reccommended. A requirement of una-
nimity, on the other hand, is definitely not advised because in effect
this grants each individual member veto rights, which may make vot-
ing members out impossible.

The member who is potentially to be voted out should speak
before the vote but not be allowed to vote him/herself. Board members
must only be voted out for objective reasons and never arbitrarily. This
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Securing expertise

Attracting
members

may make the member who was voted out more willing to accept the

outcome, and is legally necessary if the vote is contested. The reasons

must relate to the foundation’s work and implementation of its purpose,
such as qualified obstruction of the foundation’s activities, inactivity,
or failure to meet the requirement profile. Examples of possible rea-
sons for a board member to be voted out can be listed in the foundation

charter or a regulation.

'The option of voting a board member out is sometimes misused
to get rid of critical or awkward foundation board members. Objective
reasons are claimed to lend the vote a veneer of legitimacy. If a new
board member objects to inadmissible governance arrangements, such
as ongoing conflicts of interest, and rebels against them in order to
maximise the foundation’s effectiveness and fulfil his/her own respon-
sibility, the members who benefit from the indefensible arrangements
react very sensitively. The troublemaker is soon voted out based on
reasons that are reminiscent of a divorce, and the self-dealing can
continue unhindered. The restrictive practice of the foundation super-
visory authority and courts in the legitimacy of submitted complaints,
makes it difficult for foundation board members who have been voted
out to defend themselves. This widely criticised legal practice does not
offer foundations sufficient protection.

The foundation board member can pre-empt being voted out by
resigning.

As previously mentioned, a less harsh alternative to voting a
member out is for them to not be re-elected once their tenure comes
to an end.

Additional considerations for smaller foundations

The aim for smaller foundations must also be to form a foundation
board consisting of dedicated and expert members, who are able to
work as a team.

Membership of the board of a large foundation offers the opportunity
to participate in major decisions and a certain amount of prestige.
Neither of these incentives apply to small foundations. Even medi-
um-sized and large foundations can struggle to attract dedicated peo-
ple with expertise for (honorary) membership. For small foundations

the search for suitable members is much harder. They also often re-
quire full honorary status, as well as active involvement in every level
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of the foundation’s activities, since there is no administration to han-
dle the operational business. It is therefore important to give potential
foundation board members comprehensive and realistic information
regarding their duties, obligations and the anticipated investment of
time.

69



Recommendation 6
Number and profile of
foundation board
members

Foundation boards generally
consist of between five and seven,
but usually at least three, people.
They have the skills and the time
required to perform their tasks
and undergo systematic educational
training.

- Unless specified by the foundation charter, the foundation
board determines the number of members on the foundation
board and the criteria for selecting candidates, based on a
requirement profile, and documents this in a regulation or

guideline.

-  The foundation board’s composition must be balanced in
accordance with the foundation purpose.

- 'The foundation board makes sure that new members are given
a suitable induction, and also that ongoing, task-related
training is provided for all of its members.




'The honorary and voluntary nature of the work does not eliminate the
need for board members to be suited to their positions. Foundation
board members should have the necessary professional and personal
skills to ensure independent decision-making as part of a critical ex-
change of ideas with colleagues and with executive management.

Unless specified by the founder, the foundation board determines what
specific skills need to be oftered based on the foundation purpose.

The required expertise may not be associated with a direct or
indirect, personal or institutional interest in the foundation’s support
activities. Otherwise, the foundation runs the risk of being used by
individual members as an acquisition platform for potential benefi-
ciaries.

Expertise in the field of the foundation purpose is not enough.
Foundation board members must also have the financial expertise
required for their position, and be willing to deal with financial mat-
ters as part of fulfilment of their governance responsibilities. This
concerns firstly project financing and control, secondly budgeting and
the annual accounts, and thirdly asset and liability management.

Only if the foundation board has basic expertise in financial mat-
ters can external experts be engaged, because this expertise allows the
board to check their work. Appointing external experts as foundation
board members is not advised because this blurs the boundaries be-
tween client and contractor and makes monitoring difficult or even
impossible.

It may serve the foundation purpose to have well-known and influen-
tial personalities or decision-makers from the fields of business, soci-
ety, politics, government, sport or culture as foundation board mem-
bers. However, such people should not be appointed for purely
image-related reasons. The decisive factor is the commitment that
someone is willing and able to make as a foundation board member.
As a governing body, the foundation board must not be allowed to
degenerate into a showy facade.

Good relationships, a network and a well-known name can be a
competitive component, which helps boost the foundation’s public
image. However, high-profile board members are also associated with
risks such as low availability and a volatile reputation.
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Preparing
for elections

Profile of
requirements

Size

Prospective and existing members of the foundation board inform the
relevant body promptly and in detail about personal or professional
circumstances or developments that could affect the foundation’s rep-
utation.

In the interests of active and long-term succession planning, it is ad-
visable to keep a confidential list of potential candidates in order to
expedite the search process.

Anyone with a long-term or serious conflict of interests is not (or
no longer) eligible for election. The same applies to people who are no
longer eligible due to the limit on tenure or age restrictions.

Unless they are already stipulated in the foundation charter, the foun-
dation board must stipulate the criteria for nominating candidates.
The requirements profile is based on the foundation’s fundamental
characteristics (purpose, strategy), and describes both the profession-
al and personal requirements. In a specific case of succession, specific
requirements must be drawn up based on general requirements (suit-
ability, availability, expertise) to be set out in a regulation or guideline.

The general and specific requirements lay the groundwork for
discussion of the candidates and ensure that a decision is made based
on objective criteria rather than personal relationships. The same ob-
jective selection criteria are to be applied to family members of the
founder or of foundation board members.

'The conditions with respect to the workload, remuneration, etc.
associated with work for the foundation board must also be deter-
mined. Candidates should be informed in detail about what is expect-
ed of them, to make sure that they know what obligations they will
have to fulfil, if they accept election.

'The law allows a foundation board to be made up of just a single mem-
ber. However, this is not advisable. Firstly, dialogue and control with-
in the foundation board are essential. Secondly, a single person will
hardly have all the skills required to govern a foundation. Finally, such
a foundation is without leadership if its sole foundation board member
is missing.

In order to ensure that all the necessary skills are covered, and
that the members contribute experience and knowledge from a range
of different fields, the number of foundation board members should
not be too small. This also allows the governance and control functions

to be distributed logically. On the other hand, the foundation board
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should be small enough to enable it to make decisions efficiently and
retain its capacity to act. An odd number of members is ideal so that
a majority can be achieved in voting procedures.

'The foundation board’s composition should be balanced. This can be

specified and substantiated by the founder in the foundation charter,
but even without such stipulations it is dictated by circumstances. De-
pending on the foundation purpose and the field in which it operates,
the intended balance may relate to a wide range of criteria, such as age,
gender, expertise, language, national, regional or ideological affiliation,
residence, professional activity and experience, etc. A good balance

prevents a dearth of discussion, which would be detrimental to opti-
mising the foundation’s impact, and supports expertise, a vibrant dis-
cussion and self-regulation in the foundation board.

Foundation board members who do not have the time required to
carefully fulfil their obligations and responsibilities are of no use to
the foundation. It is therefore necessary to regularly assess board mem-
bers’ availability, which is above all reflected in their attendance at
foundation board meetings.

The Swiss Civil Code and Commercial Register Ordinance do not
stipulate any requirements with respect to nationality or residence.
However, the foundation charter may stipulate such requirements.

After they have been elected, new board members sign a formal state-
ment of acceptance, which is akin to a code of conduct based on the
toundation’s general and specific requirements. Legally, it forms part
of the contractual relationship between the foundation and the foun-
dation board member and specifies the latter’s rights and obligations.

Newly elected board members should be inducted in a way that enables
them to fulfil their duties from the outset. The induction is usually
carried out by the president and executive management.

Systematic training is also essential for foundation board members,
firstly with respect to the foundation’s specific grant-giving activities
and asset management, and secondly regarding fundamental aspects
of modern, charitable foundation work. The foundation board must
define how it organises training, in what areas and at what intervals,
and how it supervises such training.
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Additional considerations for smaller foundations

In the case of small foundations with a manageable purpose and a
small demands on the time of foundation board members, the number
of board members may be less than five, but should never be less than
three, enabling both control and majority decisions.

As aresult of the foundation board’s simultaneous strategic and oper-
ational responsibility, the board proactively seeks suitable successors
for departing members in order to avoid placing excessive strain on
the remaining members.
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Recommendation 7
Compensation of
foundation board
members

The members of the foundation
board receive suitable remuneration
if they do not want to work on an
honorary basis and if the foundation’s
funds allow.

- 'The remuneration paid to foundation board members is
regulated in writing. It is based on each board member’s duties,
workload, expertise, experience and performance, as well as
the foundation’s funds.

= Foundation board members may waive remuneration, but not
at the expense of professionalism.




Honorary status

The limits of
volunteering

Outdated fiscal
practice

Foundations welcome working on an honorary basis. Switzerland has
along tradition of volunteering. However, voluntary work must be com-
bined with professionalism (expertise, experience and commitment).

Dilettantism, either with respect to the foundation’s grant-giving ac-
tivities or asset management, costs the foundation more than the ex-
pense of compensating capable foundation board members, and im-
pacts implementation of the foundation purpose.

Board members who work on an honorary basis can easily devel-
op a sense of entitlement with respect to the foundation. Since they
are providing services for the foundation, but not receiving any remu-
neration, they gain the impression that the foundation owes them
something, and that they can derive certain rights with respect to the
foundation. For example giving favourable treatment to people from
their professional or private networks can seem like unselfish compen-
sation for their voluntary work, but that is far from the case.

Volunteering is often used as an excuse for inadequate perfor-
mance. The attitude is that the foundation should be grateful that
anyone is willing to work for them free of charge. It cannot addition-
ally expect that the work is done particularly well. It should be noted
that the foundation board bears full responsibility, irrespective of how
its members are compensated. Honorary status does not exempt foun-
dation board members from liability under civil law.

Tax and foundation regulatory authorities erroneously believe in the
idea of a “sacrifice” that is to be made during the operation of a foun-
dation. Sacrifices are demanded from the foundation board as a con-
dition for the foundation’s tax exemption. This demand is misplaced,
because neither the foundation nor the members of the foundation
board are required to make any sacrifices, for example in the form of
a general waiver of compensation for their work. The sacrifice is made
by the founders and others making endowments and subsequent con-
tributions, who voluntarily sacrifice their assets for the benefit of third
parties.

Honorary status completely loses its shine if it is not voluntary,
but rather imposed by the authorities.
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'The requirement for honorary status is neither plausibly justified, sup-
ported by legislation, or logical.

— It is the foundation that needs to be altruistic, not the members
of its board.

— If a foundation seeks competent persons and performance from
them, it must pay market rates of remuneration to secure profes-
sional foundation governance. Paying appropriate remuneration
guarantees the involvement of qualified and dedicated founda-
tion board members.

— 'The absolutely customary and justified remuneration paid to the
auditor as a foundation’s second, fundamentally mandatory body,
or to the foundation’s executive management, other bodies or
employees, is never questioned. It makes no sense to apply this
standard to the foundation board only, which is the body that
governs the foundation and is ultimately responsible for its activ-
ities.

— The demand for the honorary status of foundation board mem-
bers is diametrically opposed to their strict, unlimited personal
liability.

— Even from a fiscal perspective this demand is absurd. The remu-
neration paid to foundation board members finds its way as tax-
able income back to the state, while such amounts, as grants,
would be lost to the state due to tax exemption.

On 6 December 2012, Luc Recordon, member of the Council of
States, submitted an interpellation regarding the status of foundation
board members. He asked the Federal Council to explain “whether
and to what extent it thought it should be possible for foundation
board members to be paid for their work and responsibilities, in light
of their duties”.

On 13 February 2013, the Federal Council issued the following
response, inter alia:

“In accordance with the applicable law, supervisory authorities
may neither forbid nor require the payment of suitable remuneration
to members of a foundation board. Depending on the circumstances,
paid professionals may be preferable to unpaid laypersons. However,
remuneration must always be paid in furtherance of the foundation
purpose by professionalising the administration. The determination
of remuneration must also reflect the foundation board members’ re-
sponsibilities and abilities, as well as the funds available to the foun-
dation. [...]
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'The flexibility of the applicable law provides scope to take individual
requirements into consideration.”

It should be noted that the revision of company law on 19 June
2020 also introduced a new Art. 84b Swiss Civil Code (ZGB), which
assumes as self-evident that remuneration can be paid to the foundation

board.

A foundation can determine the remuneration paid to its board
members itself, just as it can set the salaries it pays to its employees.
No authorities should interfere in this respect, with the reservation
of correcting excesses. As in all other areas of business, remunera-
tion is based on performance. Paid foundation board members
should also exhibit a similarly high degree of intrinsic motivation
as unpaid members. As a result, they often accept modest remuner-
ation.

Payment of remuneration and reimbursement of expenses must be
codified in writing, in the form of a regulation or guideline, and dis-
closed at least internally.

A comparison with other foundations or comparable organisations
should be made when setting remuneration.

Attendance fees can be fixed or based on the actual time spent in
meetings. Remuneration for extraordinary work on specialist tasks,
expert appraisals, additional mandates, etc. can be paid separately.
More remuneration can also be paid for the president than for other
board members on account of their particular demands and the work-
load associated with that function.

Remuneration must always be appropriate, which is to be as-
sessed on a case-by-case basis. The size of a foundation can be an
important factor in this respect. Remuneration is only appropriate if
it is commensurate with performance. Evidence of performance must
therefore be provided for all forms of paid work for the foundation.
This should be assessed by the foundation board itself or its commit-
tees, and possibly also by the auditor as part of their audit activities, as
well as the supervisory authorities as part of their general scrutiny of
the foundation’s activities.

Remuneration that is not objectively justified has a detrimental
effect on the foundation that is equal to the excess amount paid. Foun-
dation boards that receive or permit such remuneration can therefore
be prosecuted under civil and criminal law, on grounds of misconduct
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in the execution of administrative duties (Art. 158 Swiss Criminal
Code (StGB).

When paying remuneration, it is necessary to clarify whether
social insurance contributions and/or withholding tax are to be paid,
and if so, to whom. If ex officio members are entitled to remuneration,
it is also necessary to determine whether this remuneration is to be
paid to the delegated body.

Additional considerations for smaller foundations

Smaller foundations are generally extremely hesitant when it comes to
payment of remuneration to foundation board members. In some cas-
es, they tacitly expect board members to work on an honorary basis.
In principle, however, this issue is no different from that confronted
by larger foundations. Reasonable remuneration is worthwhile if sig-
nificant and serious commitment is expected from the paid board
members.
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Recommendation 8
Organisation of the
foundation board

The foundation board organises
itself, within the framework
provided by the foundation charter.
It defines practicable forms of
work and procedures in a regulation.

- 'The foundation board fulfils its tasks primarily at foundation
board meetings. It convenes at least twice a year, or more
frequently if the needs of the foundation dictate. The founda-
tion board’s members must organise their affairs in such
a way that they are able to attend meetings.

- The foundation board regulates the convening and execution
of extraordinary meetings.

- Decision-making processes are regulated in writing,
and transparent. Resolutions are minuted.

= For important matters, the foundation board considers
consulting external, independent specialists.




Depending on the foundation’s needs, the board generally meets at  Number of
least twice a year, or much more often in the case of larger foundations. meetings

Matters relating, among other things, to statutory issues, grant-giving  Ordinary meetings
activities, asset management and personnel business (elections) are
dealt with at ordinary meetings.
Scheduling of ordinary meetings depends to a large extent on
the other business that is scheduled over the course of the year, such
as the budget (autumn) and the annual financial statement (spring).
Dates should be scheduled well in advance to ensure that all members
can attend.

In order to avoid overloading ordinary meetings, the foundation board ~ strategy meeting
holds regular strategy meetings in order to discuss strategic issues
relating to the foundation’s development, such as:
— updating the foundation’s policy and strategy,
— personnel development and succession planning,
— financial planning.
An extended strategy retreat is to be scheduled from time to time, to
which external experts can also be invited.

In addition to the ordinary meetings, the president has the right and  Extraordinary
duty to convene extraordinary meetings to discuss urgent business. A~ meetings
regulation should also stipulate that any board member can demand
that extraordinary meetings be convened. The president shall then

ensure that a meeting is scheduled for the near future.

'The foundation board must be convened by sending written meeting  convening
invitations to all foundation board members. In addition to the date,

time and venue, these must above all include the agenda items, i.e. a

list of the matters that are to be decided on.

Foundation board members must be given the opportunity to prepare  Preparation
sufficiently for meetings at which they are asked for their opinion and

responsibly exercise their vote. The agenda should therefore be sent to

them at least ten days prior to meetings, if possible together with a

clearly arranged set of documents that include the minutes of the

previous meeting,.
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'The foundation board’s members must organise their affairs in such a
way that they are able to attend meetings. Attendance is a legal re-
quirement. There must be a compelling justification for absence.

Meetings are attended by those responsible for the matters being
discussed. It must at least be possible to contact people whose answers
to in-depth questions are required.

Binding decision-making procedures are defined for all important
resolutions. Attendance quorums must be defined for the passing of
decisions, and there must be a regulation governing which resolutions

require a simple or qualified majority, and how abstentions are treated.
It is most definitely not advised to require unanimity. This is equivalent

to giving each board member a veto rights and can hinder the foun-
dation’s development. Proxies are only permitted in exceptional cases.

Unless otherwise specified in the foundation charter, if he/she
sits on the board, the founder does not have any more rights than
other board members.

Resolutions by circular should be permitted, and the practice for
these is to require unanimity due to the lack of any opportunity for
discussion, unless the foundation charter contains provisions to the
contrary. The usual quorum then applies to the resolution. If a vote is
held during or immediately after a video conference or conference call,
the voting process must also be specified in advance, in detail and in
writing. The possibility of submitting votes in writing must also be
regulated, and finally, whether the votes of absent board members
should be obtained before or after a foundation board meeting.

Minutes must be kept of the foundation board meeting and the reso-
lutions. As a rule minutes of the resolutions passed generally suffice.
In special circumstances the main course of the discussion can also be
minuted. A verbatim transcript should be drawn up in cases of dis-
putes. The minutes should be approved or corrected, if necessary, at
the next meeting. Minutes should be archived.

It is conducive to good documentation if any circular resolutions
voted on since the most recent meeting are also included in the min-
utes.

Even if the foundation board has the necessary expertise, it may
consult external advisors on important matters, in accordance with
the principle of checks and balances. The impartiality of external ex-
perts, whether they are service providers consulted at the founda-
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tion’s expense, or honorary assessors, pays off in the quality of the
decision-making process and the resolution itself.

The board members maintain a cordial culture of discussion, both
amongst themselves and in foundation board meetings. Constructive
disagreement and well-founded criticism are more conducive to the
foundation’s development than a culture of consensus that is manifest-
ed in the nodding through of prepared resolutions that have been
decided in advance.

Objective conflicts within the foundation board should be dealt
with openly.

'The foundation board regularly assesses its own workings and its con-
tribution to the foundation’s effectiveness. To this end, it can set its
own goals and conduct self-evaluation processes, or subject itself to
external evaluation.

Additional considerations for smaller foundations

Smaller foundations also hold ordinary meetings.

A budget and a programme of activities for the year ahead are to
be ratified in the autumn. In spring, the annual financial statement
(including statement of accounts) are to be approved. An organisation’s
small size and simple structure should not lead to disregard for ordi-
nary business processes, negligence, or the eschewal of checks and bal-
ances.
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Recommendation 9
The function of the
president

The foundation board is led by the
president.

- 'The president is responsible for ongoing strategic development,
with the involvement of the other foundation board members.

- 'The president’s tasks, competencies and responsibilities are set
out in a regulation or guideline.

- 'The president chairs the foundation board’s meetings. He/she
oversees the preparations for the meetings, and ensures that
the foundation board receives timely and appropriate information
about all matters of material concern for the purposes of
foundation governance.

- The president ensures that proper processes are followed
during discussions and decision making, and also in execution
of foundation board resolutions.

- The president usually acts as the point of contact between the
foundation board and executive management.




'The president leads the foundation board in the interests of the foun-
dation. He/she usually represents the foundation externally and main-
tains the link between the foundation board and executive manage-
ment.

'The president’s leadership is not just a formal position. He/she is the
driving impulse of the foundation’s development, potentially in part-
nership with executive management as motor. He/she is responsible
for asking awkward questions regarding the work of the foundation
board and executive management, the foundation’s grant-giving ac-
tivities, its role within society, and its impact — or for fostering an at-
mosphere in which such questions can be posed and answered.
The president:

— ensures eflicient allocation of tasks between the foundation board
and executive management, and also within the foundation
board. If necessary, he/she proposes the formation of committees;

— also leads the individual members of the foundation board by
monitoring their effectiveness in relation to the foundation’s ac-
tivities. He/she encourages and criticises, and if necessary, even
advises board members to retire. The vice president performs
these functions with respect to the president him/herself;

— ensures that the vision of the foundation is kept alive within the
foundation board and is constantly renewed, and is responsible
for ensuring that the foundation board’s group dynamic develops
in a way that is conducive to the foundation’s grant strategy.

— finally, the president also acts as an external spokesperson with
respect to the authorities, beneficiaries, the general public and
the foundation’s other stakeholders.

'The president is responsible for preparing meetings, and usually leads
them. He/she ensures that preparation, consultation, decision making,
implementation and review processes are carried out properly.

It is conducive to decision making if the president is given a casting
vote in the event of a tie.

'The president’s central role should neither place excessive demands on
his/her time, nor give him/her an overly dominant position on the
foundation board. Applying the principle of delegation, regular di-
alogue with the vice president, and close partnership with executive
management are crucial in this respect. The support and advice
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provided to the president by the vice president and executive man-
agement may be formalised in the form of a presiding committee.

Unless such privileges are explicitly granted, the president does not
enjoy any privileges over the other members of the foundation
board. He/she may not unilaterally appoint the secretary, for exam-
ple, or decide who should attend foundation board meetings. The
entire foundation board is responsible for such decisions. The pres-
ident’s leadership must not be allowed to degenerate into high-hand-
edness.

'The president takes pains to ensure that he/she does not interfere in
operational business. He/she, as well as the other members of the
foundation board, should also always be aware of the clearest possible
separation between strategic and operational activities.

The president leads the executive management through regular
thematic meetings, holding performance reviews, monitoring the sal-
ary and insurance situation, and acting as a contact person for person-
al and professional issues. Overall, the president is responsible for
creating the conditions to ensure good management. For the executive
management the president is the most important function regarding
checks and balances — and vice versa: control and support complement
each other.

Additional considerations for smaller foundations

The president of a small foundation naturally plays a defining man-
agement role — even more so since he/she usually also handles opera-
tional business him/herself. Due to the necessary simplicity of rela-
tionships, the president’s conduct may gradually become high-handed.
Clearly defined and formalised procedures, and their monitoring,
safeguard against this.

The risk of the president going it alone can be averted by the
function of a vice president, who is involved in the governance of the
foundation. Sufficient decision-making leeway must be provided in
foundation board meetings. Otherwise, conditions will be cultivated
for the rubber-stamping of decisions.

If a president is in charge of executive management, he/she must al-
ways maintain a clear separation between the function as president
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and the executive management activities. It is generally more advisable
for executive management to be handled by a different member of the
foundation board.
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Recommendation 10
committees

The foundation board considers
the creation of standing or ad hoc
committees.

- 'The composition, tasks, competencies and responsibilities
of standing committees, in particular, are set out in a regulation

or guideline.

= 'The foundation board may supplement committees with
external specialists.




'The foundation charter or a foundation regulation may provide for creating
committees and assign tasks and delegate authorities to them. Com- committees
mittees analyse certain subject areas and prepare decision-making
documents for the foundation board. They allow more in-depth con-
trol and contribute missing knowledge and additional experience to
the foundation board.

'The streamlined structures of a foundation should also be borne
in mind when creating committees. Permanent committees should
only be used if they are indispensable for good functioning of the
foundation board. A temporary (ad hoc) committee, which is dissolved
once it has fulfilled its mandate, is often sufficient.

'The body of choice for creation, renewal and dissolution of com-
mittees is the foundation board. Issuing a regulation or guideline is
essential for standing committees and often also makes sense for ad
hoc committees.

'The following committees in particular have proved useful in practice, Types of
whereby the functions rather than the names of the various commit- Sommittee
tees are relevant:

— A presidential committee generally consists of the president, the
vice president, and the managing director in an advisory ca-
pacity. In certain cases, this committee can be supplemented
with other members of the foundation board, or external ex-
perts. Depending on the foundation’s size, the presidential
committee can also take on the functions of other committees
in this list.

— A nomination committee handles preparations for succession in the
foundation board, appointment to positions in the foundation
board (such as who should be a member of certain committees),
or appointments to executive management. People who are to be
succeeded or who are in the running for a nomination are not
appointed to this committee.

— An expert committee prepares for individual issues that require
particular expertise, or are particularly time consuming (e.g. real
estate committee, art committee).

— A grant committee is responsible for advance discussion of grant-re-
lated issues, for example regarding the definition of fields of ac-
tivity, preparing important grant-related decisions, or evaluating
grant-giving activities.

— A finance committee is responsible for financial affairs (budget
preparation, annual financial statements, remuneration and salary
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issues, etc.). It can also assume the functions of the next two
committees.

— An investment committee monitors all asset management activities,
including any external investment controlling.

— A financial oversight committee is responsible for oversight of all
financial matters, including the accounting, asset management
and the auditor.

Committees with no decision-making authority may occasionally have
people from outside the foundation as members, with the exception
of the presiding committee, although in this case consultation of ex-
ternal experts is also recommended in certain cases. The requirements
with respect to impartiality, term of office, workload and remunera-
tion, in particular, should be regulated in advance.

Unless decision-making authority is explicitly assigned to them, com-
mittees only play a preparatory and advisory role along the lines of
staff bodies. They present proposals to the foundation board, and they
report to it on their activities and results in preparation for its resolu-
tions, or the exercising of its governance function. Overall responsi-
bility for the tasks delegated to the committees always remains with
the foundation board.

Strict standards are to be applied to the impartiality of external com-
mittee members. In particular, they may not have close links to super-
vised officials, commissioned service providers, or beneficiaries. This
impartiality requirement is, above all, not met if pecuniary benefits
are involved, and in the case of family relationships.

Additional considerations for smaller foundations

Smaller foundations usually only have the option of establishing a
single permanent committee, if they are able to establish any at all. This
is the presiding committee, consisting of the president, vice president
and, if there is one, the managing director in an advisory capacity. The
presiding committee’s tasks consist of preparation and prior discussion
of the foundation board’s business. It also assumes all the tasks of
other committees in larger foundations.
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Recommendation 11
Regulating conflicts of
interest

The foundation board defines
regulations to govern conflicts of
interest.

- Foundation board members, and other people who work for
the foundation, arrange their circumstances in order to avoid
conflicts of interest if possible. They immediately disclose
conflicts of interest to the foundation board, and potentially
also in the annual report.

- People who are affected by either personal or institutional
conflicts of interest may not sit on the foundation board,
or serve as members of executive management.

- In the exceptional case of a conflict of interest, the person
affected must recuse him/herself.

- Significant business transactions between the foundation and
members of foundation bodies or their associates must be
conducted on the basis of the same conditions as when dealing
with a third party (dealing at arm’s length). Such dealings

must be disclosed and justified in the annual report.




There is a conflict of interests if a member of the foundation board, or
another person with decision-making authority at the foundation,
could potentially gain advantages for him/herself and or people and
institutions he/she is associated with from a decision by the foundation
board, as a result of a personal connection or professional activity.
Foundations run an increased risk of conflicts of interest due to the
lack of control by third parties, such as members or shareholders, and
because the foundation board usually renews itself by co-opting mem-
bers. This requires particular sensitivity on the part of every founda-
tion board member. The foundation board enhances the foundation’s
reputation by applying suitable strategies to regulate conflicts of inter-
est internally and by documenting them for external parties.

Conflicts of interest can arise in all areas of a foundation’s work, for
example in connection with procurement of external services (particu-
larly for asset management), and in relation to grant-making activities
themselves. In the first case, it is close links between persons acting
on behalf the foundation, such as members of the foundation board,
and financial and other service providers that are critical, while in the
second it is their close links with potential beneficiaries or funded
projects.

The members of the foundation board and executive management
must always act in the foundation’s interests, both internally and ex-
ternally, and not in their own interests, or those of third parties if they
conflict with the foundation’s interests. Even the mere appearance of
conflicts of interest is to be avoided by means of prompt or immediate
disclosure, and/or realignment of relationships.

Persons with a permanent personal, institutional, or business-related
conflict of interest will be decisively obstructed in their foundation
work. This can also harm the foundation’s reputation. Such persons
should not sit on the foundation board or in executive management.

Any board member who has conflicting interests in a specific case, or
is required to represent third-party interests, should not participate in
the corresponding decision-making process (including the discussion
within the foundation board or in a committee, and most certainly
when it comes to passing a resolution). A neutral opinion must be
obtained in advance, as necessary.
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If a person sits simultaneously on the boards of several different foun-
dations, his/her impartiality must be carefully assessed in each spe-
cific case.

People who sit on a foundation board in a fiduciary capacity, for
example for the founder, a corporate foundation or an authority, must
always adhere to the foundation purpose when working for the foun-
dation. They may not follow any instructions issued by the trustors
that conflict with the foundation purpose and its interests.

'The board members inform the foundation board immediately
about personal, professional or political circumstances that could po-
tentially compromise their impartiality with respect to the founda-
tion’s business.

Dealings between the foundation and members of the foundation’s
bodies or their associates are based on the principle of dealing at arm’s
length. 1f at all possible, they should be avoided, because they always
arouse the suspicion of self-dealing.

As a point of principle the foundation should not issue any loans
that could create conflicts of interest. Two neutral valuations should
be obtained if, in an exceptional situation, it sells real estate or other
items whose value that cannot be easily or clearly determined to per-
sons actively involved with the foundation.

The appointment of people with specific expertise (such as bank em-
ployees, lawyers, fiduciaries) to the foundation board can bring advan-
tages for the quality of the foundation board’s work, but for the sake
of transparency there must always be a clear separation between pro-
fessional activities and work carried out for the foundation board.

Conflicts of interest very often creep unintentionally and therefore
unnoticed into a streamlined and efficient organisation. Once they
have manifested themselves, they are difficult to address openly, since
they are personal in nature. That is why they should be reviewed an-
nually as part of the internal control system (ICS), which takes the
personal edge off the issue.

If service providers (a foundation’s lawyers, asset managers, fiduciaries,
communications consultants, etc.) gradually become the majority and
take control of the foundation board, it is usually no longer accurate
to talk about creeping conflicts of interest. Instead, they are consciously
established and their existence is denied.
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Such foundation boards benefit from the fact that conflicts of interest
are not always apparent to external observers, which is why the annu-
al audit by the supervisory authorities in this respect is usually inef-
fective. It takes a long time for new foundation board members to
become aware of untenable circumstances. It can sometimes take years
for them to comprehend the full scale of certain arrangements that
have become established within the foundation’s organisation and be-
tween its personnel, to the detriment of the foundation and the ben-
efit of members of the foundation board, particularly in the field of
asset management. But this puts them in conflict themselves. If they
do nothing about the precarious arrangements, they share responsi-
bility for any further harm suffered by the foundation resulting from
the interest conflicts. If they oppose them, then they can expect fierce
resistance from the other board members who benefit personally from
the conflict situation. They risk exclusion and being voted out, and
since questionable legal practice restricts the rights of foundation
board members to complain, no support is to be expected from the
supervisionary authorities. In this kind of situation in particular, the
conflict must be minuted accurately in order to create transparency,
which offers a certain degree of protection.

Additional considerations for smaller foundations

In smaller foundations there may sometimes be a tendency to turn a
blind eye to conflicts of interest on account of the simplicity of cir-
cumstances, the short decision-making processes, and the need for
efficiency. However, more manageable circumstances make it particu-
larly important to avoid ongoing conflicts of interest, and to resolve
any conflicts that arise cleanly, with clear rules for disclosure and
recusal.

The opinion that is sometimes expressed, that work in small founda-
tions always involves a lot of not doing much at all, must be definitive-
ly combated by publicly discussing the way the foundation deals with
conflicts of interest.
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Recommendation 12
Ccommunication

The foundation maintains active
communications, in particular with
beneficiaries and authorities and

provides useful information to the
public.

-  'The foundation provides information in an appropriate
manner and taking data protection requirements into account,
in particular about: its purpose, grant policy and strategy,
its organisation, the areas in which it operates and its projects.

- In particular, objectives, guidelines and procedures must be
made available to its beneficiaries.

N

A functioning website is the minimum standard for
communications.




'The foundation enters into the best possible partnerships in order to  Active
maximise its impact. It must therefore be visible and reachable in the ~communications
market for good ideas, and make itself available as a partner for di-
alogue.
If a foundation does not maintain active communications or
promote transparency, its support activities will necessarily be char-
acterised by personal connections, haphazardness and habit. This
makes it almost impossible to implement the foundation purpose

effectively.

As a charitable organisation, a foundation has a responsibility to add  Greater leverage
value for society through its grant-making activities. It does this by a  through selection
selection, which enables the best procedures to implement the best

projects. Thus it can enhance its impact significantly, for the benefit

of both society and the foundation itself. In the public eye the foun-

dation becomes a brand that attracts the best projects and initiatives.

It therefore has a large subjective interest in sharing information, vis-

ibility, and dialogue. This significantly improves its chances of being

involved in good projects and developing its network. At the same

time, comparing multiple projects and entering into a dialogue with

its beneficiaries and other stakeholder groups give it a significant

amount of expertise.

Advertising a foundation’s goals, areas of activity and projects is an  Reinforced impact
integral part of its support activities. This is because, by publicly ad-

vertising its grant-making activities, a foundation increases its accept-

ance and enhances the legitimacy of its grant decisions. And that’s not

all. By providing information on its projects, it advertises them and

strengthens their impact.

Foundations depend on constructive sharing of experience with other  Dialogue with
agencies, consisting of grant-making NPOs and the public sector on ~ ©ther agencies
the one hand, and specialists or experts on the other, which may in-

clude their beneficiaries. This requires a public presence and a policy

of recognisability. The foundation can only effectively and credibly

hold talks with potential partners for cooperation projects on the basis

of adequate information.

Project-centred or project-integrated foundation communication is  Foundation
communications
as anintegral
part of projects

about the idea being promoted, about the problem, and the solution
proposed by the project and the project outcomes. The focus is not on
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Focusing of the
idea behind the
foundation

Self-perception
and external image

Financial
information

the foundation itself. It limits itself to its role as enabler, and is essen-
tially satisfied with the mention of its name. The priority is its funding
activities, and the contribution to the advancement of civil society.
Self-referential foundation communications are unnecessary, and have
no effect on implementation of the foundation purpose.

One of a foundation’s core responsibilities is to communicate directly
with beneficiaries. In constant debate and dialogue with project lead-
ers and potential project recipients, a foundation can sharpen its sens-
es of current needs and opportunities. In this way, it avoids the risk of
its grant-giving activities failing to address real needs.

Upon entry in the commercial register, every foundation makes certain
information about itself publicly available. The foundation board must
decide to what extent this information will be supplemented, ex-
plained, and used to implement the foundation purpose. This is not
simply a question of sharing information. Instead, the foundation must
decide how it wants to be perceived. External representation is there-
fore preceded by a process of self-discovery and self-representation,
which in turn supports internal work to define the foundation’s
grant-giving activities.

This allows the foundation to largely control its public impact. It
must decide which offers it wishes or is able to accept, and which
beneficiaries and projects it wants to attract, and it should not fear
being flooded by applications.

'The scope and intensity of funding applications received are im-
portant indicators of the quality of the funding criteria, and the un-
derlying strategy and policy. If the handling of the application process
to the active grant-giving activities is not in a healthy proportion, the
focus of grant-making is too broad.

Foundations are not required by law to publish their financial circum-
stances. On the other hand, there is a public interest in the effective-
ness of a foundation’s activities. Especially tax-exempt foundations
need to prove their legitimacy.

It is generally in a foundation’s interests to publish detailed asset
management figures as well. Although by disclosing this information,
the foundation exposes itself to public criticism, the possibility of com-
parison enables competition, which contributes to continuously im-
proved asset management and reduced respective costs.
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Effective foundation leadership is only possible if there are adequate
comparative values. The robust development of the foundation sector
as awhole is based on foundations publishing comparable key financial
figures:

— (liquid) foundation assets (end of the year assets, annual perfor-
mance, asset and liability management costs),

— grant-making (annual total grants, breakdown by strategic focus,
list of individual grants awarded),

— operating/foundation expenditure (breakdown by funding sup-
port services, central services/administration, accounting, fees
and audit expenses, other operating expenses),

— information on sustainable investments,

— ifapplicable, a statement that the foundation is an asset-consum-
ing foundation.

The foundation should also disclose the relationship between its asset
management and grant-making activities. This is to provide informa-
tion on the proportion of the foundation’s assets used, either directly
or indirectly, in the pursuit of the purpose; and also to indicate, for
example, the savings are made in order to implement larger-scale
funding projects at a later date.

In individual cases, the disclosure of information may run counter to
the legitimate interests of the founder, a founding family, company
foundations, or also beneficiaries or other stakeholders (protection of
privacy, competitiveness, etc.). A balance of interests may be necessary
in specific cases.

Irrespective of this, a founder or person giving an endowment
may prohibit the disclosure of key figures (with respect to donated
assets).

In addition to the information already mentioned, the public can for
example also be notified
— that the foundation is guided by the Swiss Foundation Code,
— that the foundation makes mission-based investments,
— that the foundation makes sustainable investments, and how it
does this,
— how the foundation positions itself regarding a current discus-
sion, which affects its purpose.
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'The main recommended channels for providing information external-
ly are the website, the annual report, and other key documents, such
as the foundation’s charter.

It is generally preferable to use and maintain a small number of
targeted communications channels, rather than a large number of
non-targeted ones. A cost benefit analysis should therefore be carried
out periodically for every communication channel.

Foundations abide by the applicable data protection legislation. In
addition to Switzerland’s Data Protection Act (DSG), particular con-
sideration must be given to the European Union’s General Data Pro-
tection Regulation (GDPR), which has been in force since 2018. This
applies, for example, to Swiss foundations that carry out grant-giving
activities in the EU. Modern data protection laws mainly govern the
processing of personal data, and in the interests of transparency they
ensure that natural persons always have access to data relating to them.

Foundations must above all take applicable rules relating to the
storage, supplementing and distribution of beneficiaries’ data into con-
sideration. The consent of the data subject must always be obtained for
any further use of data, and personal data may only be stored if there
is a particular reason to do so.

In Switzerland there are various online platforms that provide infor-
mation on foundations to applicants, fundraisers and other interested
parties. Most of this information is based on the commercial register
entry, supplemented by additional specifications (such as areas of ac-
tivity). The foundation board decides to what extent the foundation
uses these platforms for its own communications. Irrespective of this,
a foundation must check its own entry from time to time to avoid
communication errors.

Additional considerations for smaller foundations

The functionalities of internet-based communications also allow small
foundations to provide information effectively, while both managing
both the quantity and quality of project applications.

Membership of an industry association is invaluable when scarce re-

sources make it difficult to commission a professional expert appraisal
on a mandate basis. Such membership facilitates cost-effective sharing
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of experiences with other foundations of all sizes, no matter how they
operate, in a protected environment. Good advice comes at a cost, so
a membership fee is a good investment.
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Recommendation 13
Executive management

The executive management runs the
foundation at operational level.

- 'The foundation board appoints and supervises executive
management, which runs the operations of the foundation.
It regulates the tasks, competencies and responsibilities,
and also their remuneration.

-  Executive management tasks include the groundwork for
development of the foundation’s policy, strategy and
grant-making activities.

= 'The foundation board specifies appropriate control mechanisms
if one of its members is responsible for some or all of the
executive management.




Within the framework stipulated by the foundation charter, the foun-
dation board puts management in place, that is adapted to the foun-
dation’s purpose, available resources and organisation. If the founda-
tion board manages the foundation itself, by dividing the functions
between several of its members, or assigning them to a single mem-
ber, increased weight must be paid to the principle of checks and
balances, since there is no juxtaposition of strategic and operational
management.

Executive management is the driving force at operational level.
Its core task is to shape the foundation, rather than administer it. It
plays an entrepreneurial role in implementing the foundation board’s
strategic targets. As always, a strategy is only as good as its implemen-
tation. That is why the work and efficiency of management is so im-
portant.

Management must meet strict requirements, because the procedure of
translating strategy into tangible grant-giving processes cannot follow
any static methodology or any rigid mechanics. Every foundation plac-
es completely different demands on its management, due to its specif-
ic situation. The availability of numerous foundation management
checklists masks the fact that foundation management theory is still
in its infancy.
Members of management should have the following skills:

— specialist training and professional experience corresponding to

the foundation’s scope of activity,

— management experience,

— inventiveness and creativity,

— perseverance and tenacity,

— a high degree of integrity and social skills.

A vacant, full-time executive management position should be filled in
a public tender procedure. This method by no means excludes internal
candidates, with their advantage in terms of knowledge, but it is con-
ducive to improvement of the foundation and its public image.

On the one hand, advertising the position gives the foundation
board the opportunity to clarify specific requirement profiles for both
the foundation and the position. The foundation also signals, both
internally and externally, that it wants to find the best person for the
job and not to settle for continuation of what has gone before. Finally,
advertising the position enhances the foundation’s public image.
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Organisational Members of executive management are usually employed by the foun-

matters

dation. Even more so than for remuneration paid to members of the

foundation board, care should be taken to ensure customary market
conditions, although these vary significantly depending on the foun-

dation’s structure and size. A comparison with one of the industries
related to the grant-making sector is particularly useful with regard
to the employment terms and conditions.

The following aspects should be contractually regulated:

executive management’s duties (requirement specification) and
its competencies;

the way in which the terms of reference are substantiated and
updated (dynamisation), for example in annual programmes
and targets;

salary and insurance policies;

opportunities for training and development;

direct supervisors — as a rule the president of the foundation
board;

authorised signatories.

Areas of The executive management is responsible for managing the operation-

responsibility
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al business of the foundation, namely:

with respect to organisation.: appointment of employees, personnel
development, staff policies, commissioning of external service
providers, accounting, administration, managing the secretarial
function;

with respect to asset management: monitoring external specialists
(investment controllers) and service providers (banks) engaged in
the field of asset management, safeguarding and synchronising
communications, for example with respect to annual financial
statements, preparing finance committee meetings, preparing
and/or providing information for reporting to bodies;

with respect to grant-making: implementing selection require-
ments, potentially pre-selecting projects, processing funding
applications, preparing project dossiers in order to facilitate de-
cisions by the foundation board regarding grants, negotiating
and concluding contracts with project participants, project su-
pervision and monitoring, evaluating projects and areas of activ-
ity, preparing evaluation results for the foundation board;

with respect to foundation development: preparing the groundwork
for development of the foundation’s policy, strategy and grant-giv-
ing activities.



A member of the foundation board who is simultaneously an executive
manager cannot supervise him/herself. If combining functions in this
way makes sense on account of the foundation’s modest size, or other
circumstances, a control mechanism must be in place to supervise
executive management activities. Another member of the foundation
board (usually the president or vice president) as ”lead director” could
take this role, or a committee.

The empowerment of individuals by awarding sole signatory authori-
ty should be excluded as a matter of principle, except for daily business
activities conducted on the basis of resolutions and budgets. As is the
case for members of the foundation board, executive managers gener-
ally have collective signatory authority to sign jointly with a second
authorised signatory.

It makes sense to grant executive managers sole signatory author-
ity within the framework of the operating budget. Also with respect
to the grant-making budget it is advisable to empower executive man-
agers with sole signature authority up to a certain amount in individ-
ual cases. This makes it possible, for example, for small initiatives that
are directly associated with projects previously approved by the foun-
dation board to be implemented with flexibility and speed.

Additional considerations for smaller foundations

Foundations opt for simpler models if, on account of the volume of
their assets or their purpose, a full-time executive management is not
useful, efficient, or even financially viable,. Potential solutions include
part-time management by a foundation board member, or the appoint-
ment of an external service provider or other third parties. In all case,
the foundation board must implement control mechanisms. It must
ensure a suitable form of separation of powers and guarantee regular
controls.
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Recommendation 14
Auditor

The foundation board designates

an external auditor who meet
statutory requirements with respect
to impartiality and accreditation.

'The auditor’s duties are limited to a statutory audit mandate.
'The accounting and asset management functions are each
assigned to other service providers.

- 'The foundation board considers periodically changing the
auditor, or at least the lead auditor.




'The foundation board is required by law to designate an external au-
ditor (Art. 83b (1) Swiss Civil Code (ZGB)).
A distinction is made with respect to the audit’s scope.

— Foundations that meet at least two of the following size criteria
in two consecutive years are considered to be large foundations
in this context and are obliged to subject themselves to regular
audits: total assets: CHF 20 million, turnover: CHF 40 million,
250 full-time positions on average over the course of a year (Art.
727 (1) para. 2 Swiss Code of Obligations (OR) in conjunction
with Art. 83b (3) Swiss Civil Code (ZGB)).

— Foundations that do not meet these size criteria are subject to a
limited audit obligation.

On request, the supervisory authority may release a foundation from
this audit requirement if the foundation had total assets of less than
CHF 200,000 in the past two years, the foundation is not issuing any
public appeals for donations or other contributions, and an audit is not
required in order to make a reliable assessment of the foundation’s net
assets and results of operations. In the interests of good governance,
however, a cautious approach should be taken to applying for or grant-
ing exemption from the audit requirement.

'The lead auditor for regular audits may perform the mandate for
no longer than seven years, after which he/she may only take on the
same mandate after a three-year hiatus (Art. 730a (2) Swiss Code of
Obligations (OR)). There are no statutory rotation provisions for lim-
ited audits. However, changing the lead auditor should be considered
in individual cases, to avoid operational blindness.

'The law requires that the auditor are and appear to be independent and
objective (Art. 728 and/or Art. 729 (1) Swiss Code of Obligations
(OR)). For example, members of the foundation board or foundation
employees may not be the auditor. A “self-audit” is also prohibited.

Although within the context of a limited audit, auditors may, in
some circumstances, assist in accounting and other services for the
audited foundation (Art. 729 (2) Swiss Code of Obligations (OR)),
they should not be appointed to provide any other services alongside
their audit mandate (such as asset management), in order to preserve
their impartiality. If they are — for cogent, objective reasons — a strict
separation of personnel must be maintained.

The professional requirements for the auditor and their accredi-
tation with the Federal Audit Oversight Authority must also be taken
into consideration. The Federal Audit Oversight Authority provides a
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directory of all audit service providers on its website: www.revision-
saufsichtsbehoerde.ch.

The auditor is a legally prescribed foundation body and like all other
bodies (deployed by the founder or the foundation board), they are
supervised by the foundation board. Their role is set out in law, and
their tasks are limited to the audit mandate.

'The auditor is not to be considered as an extension of the super-
visory authorities. The audit activities do not reduce the foundation
board’s responsibility.

Each year, the auditor assesses whether the annual financial statements
comply with the applicable financial reporting standards (Art. 728a
and/or Art. 729a Swiss Code of Obligations (OR)). It prepares a report
for the foundation board. To this end, the information that is perti-
nent to auditing the accounts and the annual financial statements is to
be made available to the auditor, and it must also be provided with the
information that they require for the purpose of the audit (Art. 730b
(1) Swiss Code of Obligations (OR)).

'The audit mandate must be limited to the statutory scope in ac-
cordance with the requirements of the chosen financial reporting
standards. The auditor is on no account responsible, for example, for
assessing whether or how well a foundation’s investment and grant-giv-
ing activities serve its purpose. These are areas for which the founda-
tion board is responsible.

Regular audits must include a review of the internal control system
(ICS) with respect to financial reporting and other tasks defined by
the foundation board. The associated risk assessment enables the foun-
dation board to evaluate the opportunities and risks associated with
the foundation’s work regularly and systematically.

Additional considerations for smaller foundations

Audit expenditure is a significant cost factor for smaller foundations.
There are no statutory provisions or codes of conduct governing fee

structures. The auditor’s fees depend on the foundation’s size and com-
plexity, as well as the extent and structure of the accounting function.
The cost also depends on various factors that the foundation is able to

influence itself:
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—  the auditor’s expertise: audits of smaller foundations do not usual-
ly include any complex arrangements. This should be taken into
consideration when choosing audit experts;

—  tendering of the audit mandate: obtaining different bids for the
purpose of comparison can highlight differences in cost. This is
also advisable after long-term mandates, because audit costs
should fall over time due to efficiency gains;

—  good internal administration: the better the foundation’s organisa-
tion, accounting and filing are, the lower the audit costs will be.

Smaller foundations, which are not required to do so by law, are also  consider
advised to consider setting up an internal control system (ICS) that is 'mp'f:":“t'"g

. . . .. . . a suitable
suited to their requirements. This is because the associated risk assess- ternal control
ment enables the foundation board to periodically evaluate the oppor- system

tunities and risks associated with the foundation’s work.
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Recommendation 15
Advisory boards

If required, the foundation board
creates standing or ad hoc advisory
boards.

- Advisory boards are, above all, used if the foundation board
does not undertake certain tasks itself, or if specific expertise
or another supervisory body are required.

-  The composition, tasks, competencies and responsibilities of
standing advisory boards are set out in a regulation or in
guidelines.




Advisory boards (also referred to as commissions, juries, committees,
panels, boards of trustees, patronages, etc.) can be created in the are-
as of grant-giving or finance. They are advisory bodies consisting of
external experts. In the interest of maintaining a close alliance be-
tween the respective specialist areas and the foundation’s governance,
and for the purpose of control, it is advisable to include a member of
the foundation board and/or executive management in advisory boards.

'The foundation board ensures simple, streamlined structures and clear
relationships that can always be adapted to current requirements,
which also includes dissolution of advisory boards. It is therefore ad-
visable that advisory boards are implemented for definite periods out
of principle.

The composition, duties, competencies and responsibility of ad-
visory boards, as well as the requirement profile and remuneration for
their members, are set out in a regulation or in guidelines.

When appointing members of advisory boards, particular attention
should be paid to their impartiality and to avoiding conflicts of in-
terest. For example, it must be avoided that its members use the
advisory board as an acquisition platform for services that they are
selling.

Compared to committee members, somewhat lower standards of
impartiality can be applied to advisory boards members because these
bodies do not generally prepare specific decision-making recommen-
dations for the foundation board, but rather decision-making docu-
ments. Nevertheless, the composition of advisory boards should en-
sure that their work is not compromised by conflicts of interest.

Also in cases where the foundation board delegates certain tasks to
advisory boards, it is the foundation board that remains ultimately
responsible. In other words, the foundation board can delegate tasks,
but never its responsibilities. In every case of delegation, the founda-
tion board is responsible for selection, instruction and monitoring.

Generally speaking, advisory boards are a good idea whenever the
foundation itself does not have enough specialist or expert knowledge
available. Specialist bodies consisting of impartial experts have prov-
en particularly useful for foundations with a specialist focus (education,
science, development and cooperation, culture, etc.).
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Compensation

Avoiding advisory
boards

Advisory boards are only created for individual projects in exception-
al cases, and for projects of a particular size. Such project-related ad-
visory boards generally do little to improve a project’s effectiveness.

When it comes to the remuneration paid to advisory board members,
it is important to bear in mind that not only is their liability signifi-
cantly smaller than that of foundation board members, but above all,
their workload is also usually much less time-consuming.

If advisory board members make a substantial contribution to
a project, their remuneration can be added to the project costs for
accounting purposes.

Additional considerations for smaller foundations

'The use of advisory boards is not very efficient for smaller foundations,
and it also entails the risk of them taking on a life of their own, due
to a lack of control capacities. One cost-effective alternative to acquir-
ing know-how is membership of specific networks and associations,
and their working groups.
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Grant-making



Foundation success

A foundation implements its purpose through its grant-making activ-
ities. In accordance with the principle of effectiveness, this requires
the foundation to align all its other activities, especially its asset man-
agement, with this objective. A foundation’s performance therefore
stems from consistent implementation of a grant strategy that is aimed
at the needs of society.

Diversity of methods

While grant-allocation was the focus of support activities in the past,
foundations now have a range of implementation methods at their
disposal, from project or programme grants, the development of ex-
pertise and empowerment, community-building and mobilisation, to
investment.

Efficient grant-making process

The grant-making process can be divided into three phases: project
procurement, project supervision and project evaluation. Project pro-
curement comprises the acquisition, evaluation and selection of pro-
jects. A foundation can reactively accept applications, actively solicit
projects through calls for proposals and competitions, or develop its
own projects. Project supervision consists of the relationship between
a foundation and a beneficiary for a project’s duration. Finally, project
evaluation is based on objectives defined in advance, and is an impor-
tant basis for evaluating a foundation’s effectiveness.

To decide is to forego - quality through selection

Foundations do not usually have sufficient funds to support every
application they receive. They must focus their resources, whereby
focusing may result from the funding strategy. The foundation board
therefore defines project selection criteria that apply both internally
and externally. This helps potential beneficiaries with their applica-
tions, and gives them a better idea of their chances. The foundation
board applies the criteria to the available projects in order to choose
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those projects that best fit with the foundation’s grant strategy and
objectives.

Self-reflection and positioning

In grant-making activities, the foundation board reflects on the foun-
dation’s role in relation to public grant-making activities, and within
the context of the Swiss, and also if applicable the international, foun-
dations and philanthropy sector. What is already being supported
through taxes, offers little opportunity for foundations with their lim-
ited resources to achieve any noteworthy goals. “We too” or “more of
the same” grants do not fulfil the potential of grant-making founda-
tions to meet social needs that are not currently, or not yet the subject
of public support. Grant-making foundations fulfil their responsibil-
ity towards society by exercising their freedom of action, and repeat-
edly responding to new challenges according to their possibilities.

Dependability

'The foundation board is responsible for ensuring that the foundation
is perceived as a dependable partner by avoiding even the appearance
of haphazardness, unreliability, unpredictability or promoting its own
interests through its grant-making activities. It ensures that the grant
strategy is consistent and is also communicated externally, but also
that its implementation in the form of the grant criteria and decisions
is comprehensible and predictable. In addition, a foundation’s credi-
bility with respect to the volume of grants disbursed is enhanced if,
rather than simply following the business cycles of capital market, it
operates with a more or less constant annual budget.
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Recommendation 16
Development of the grant
strategy

The foundation board defines the
strategy for achieving the
foundation’s grant objectives.

- 'The foundation board develops grant-making objectives based
on its purpose, and sets medium- and long-term priorities.
In the process, the needs of society and the activities of other,
private and public support institutions are also to be taken
into consideration.

- The grant strategy is documented in writing as a frame of
reference for the grant-making activities. The grant strategy
and investment strategy are coordinated with each other.

- 'The foundation board periodically reviews the grant objectives
and strategy.

= 'The foundation board evaluates cooperative ventures and
mergers.




A foundation must be very familiar with the fields in which it conducts
its grant-making activities, in order to be able to define an effective
grant strategy. This includes understanding the needs of society or the
potential beneficiaries, and awareness of the activities of other support
institutions, as well as the full range of support methods available,
both established and new.

'The foundation board breaks the foundation purpose down into long-
term grant objectives. In order to achieve this overall foundation ori-
entation (“What do we want to address?”), a grant strategy is devel-
oped (“How do we want to go about it?”). Effective grant-making
activities are only possible once these fundamentals have been clarified.

There is a close link between grant-making activities and asset man-
agement. The grant strategy depends on the funds available, and con-
versely, the grant-making needs must be taken into consideration
when developing the investment strategy. Every grant-making foun-
dation must also consider whether the foundation purpose can also be
implemented through its asset management activities.

'The foundation board and executive management base their grant-mak-
ing activities on a clear footing: guidelines, criteria and application
forms, which they regularly update. Although grant-making prac-
tices are directly derived from the areas of activity defined in the
grant strategy, they have a tendency to take on a life of their own.
The foundation board and executive management work to combat
this risk. Grant-making activities must always serve the foundation
purpose.

The foundation board and executive management are aware of the
foundation’s limited resources and possibilities. That is why they al-
ways work with other partners and grant-making institutions if it is
expedient to do so.

'The foundation board considers which instruments are useful for im-
plementation of its strategy. In addition to the allocation of grants, it
also has access to instruments such as networking, skills development,
community-building and advocacy.

The foundation’s involvement in implementation varies depend-
ing on the instruments chosen. The expenditure associated with cor-
responding operative grant-making activities are not administrative
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Forms of funding

Review

expenditure. Instead, they should be entered in the accounts as project
expenditure.

'The foundation board chooses a suitable funding for its grant-making
activities. This need not necessarily consist of non-repayable financial
contributions. The foundation can also provide funding through (in-
terest-free) loans, or by acquiring shares in the beneficiary’s equity
capital, potentially utilising the available funds several times, and
therefore more effectively.

The grant strategy is periodically reviewed and adjusted in response to
changes in society and other developments. During the implementa-
tion phase, it is also necessary to continuously assess whether the cho-
sen projects help the foundation to achieve the grant-making objec-
tives set out in the strategy.
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Recommendation 17
Entrepreneurial approach

The foundation board uses

grant-making resources efficiently
and effectively.

- The foundation board determines the volume of funds
available for grant-making and distributes these promptly.

'The foundation board applies entrepreneurial principles to its
grant—making activities.

- Grants are distributed wherever there is a social need and

other private or public support institutions are insufficiently
active.

- The foundation board endeavours to achieve an ideal ratio of
administrative costs to grant benefits.




Focus on
effectiveness

Entrepreneurship
and value creation

Timely application
of all available
funds

'The foundation board has a clear concept of what the grant-making
activities in general, and the individual projects in particular are intend-
ed to achieve. It attempts to plan, measure and monitor the foundation’s
effectiveness using a suitable method. As a learning organisation, the
foundation can constantly draw conclusions from its planning and eval-
uation process for its grant strategy, fields of activity and criteria.

It is also advisable for foundations to base their support activities
on overarching societal goals, such as the Sustainable Development
Goals (SDG). This highlights the contribution to society, and relevant
systems of indicators offer an idea of the foundation’s own focus on its
effectiveness.

Charitable status is no excuse for inadequate management or execution.
A foundation must be managed on an entrepreneurial and professional
basis. Its value creation relates less to financial development of the
foundation’s assets, and more to the grant-making activities based on
entrepreneurial principles. Contemporary management methods are
also essential to mitigate social problems, address social defects and
realise opportunities.

Swiss foundations law does not contain any explicit provisions per-
taining to the application of funds. With the exception of asset-con-
suming foundations, the funds available to a foundation for grant-mak-
ing activities generally consist of yields from asset management,
endowments, or also asset shares. The foundation board determines
the volume of grant funds that is available, within its possibilities.

'The principle of effectiveness requires that all available funds are
utilised promptly, i.e. in full and without undue delay. “Promptly”
means before new, usable funds become available, which is usually a
period of one year for example in the form of annual interest or divi-
dends. Tax-exempt foundations are prohibited from holding on to
available funds for longer without reason, and therefore becoming
asset accumulating foundations. This would mean that they are not
implementing their purpose eftectively enough.

Exceptions to this include savings for the implementation of larg-
er projects, and the creation of sufficient fluctuation reserves. The lat-
ter may not exceed a reasonable volume, however, and must only be
created to the extent that they ensure equal amounts of grant benefits
over the years.

Reserves for liabilities that have been entered into, are not fluc-
tuation reserves, but rather accounting liabilities.
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'The foundation board can stipulate a precept of use of funds in the Precept of use
form of a highest possible yearly grant-making quota (for example as

a percentage of the foundation’s assets), or total amount of grant ben-

efits, insofar as the foundation charter and/or the income generated

allow it.

The foundation board endeavours to ensure that the funds available to  Application of
the foundation are used effectively. It avoids duplication with respect ~funds
to the use of resources, including in relation to other private and gov-
ernment funding institutions. It ensures that the administrative costs
are in the most favourable relationship possible to the effectiveness
achieved. Effectiveness is not achieved by simply minimising the foun-
dation’s expenditure, which are commonly referred to (erroneously) as
“administrative costs”. Saving is not a grant strategy. A foundation’s
expenditure consists of its administrative expenses (administration,
central services) and direct project expenditure. A foundation’s success
depends to a large extent on the accompaniment, monitoring and
evaluation of funded projects.

Foundations often want to manage the greatest possible volume of operating

grants with a lean administration. They therefore keep their operating e"pe"dit“refis not
ameasure o

or administrative overheads as low as possible —without distinguishing  ¢fectiveness

between administration and project support in the sense of cost centre
accounting. Paradoxically, this usually leads to grant-making activities
that are of inadequate quality with too little impact. Some foundations
are then completely unable to operate as proactive grant-making foun-
dations, but rather limit themselves to the more or less arbitrary dis-
tribution of money.

In terms of effectiveness, grant-making foundations would be well-ad-  Project expenditure
vised to invest in strategic work, to provide capacity for networking s grant-making
and partnerships, to carry out targeted communications work in sup- expenditure
port of projects, and to select, acquire, accompany and control projects.
'The outlay of such direct project expenditure should not be mis-
interpreted as administrative expenses. Instead, it is an integral com-
ponent of operational project funding itself. This must also be reflect-
ed in the accounts in the form of corresponding cost centre accounting,
which distinguishes between administrative expenditure and direct
project expenditure.
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Liquidation,
merger,
asset-consuming
foundation,
umbrella
foundation

Setting overarching
impact goals

Entering into
partnerships

'The foundation board periodically assesses whether the relationship
between the volume of assets and the purpose, and whether the rela-
tionship between administrative expenditure and grant benefits still
justify the foundation’s existence. Liquidation, a merger with another
foundation, or transferring the assets to another organisation may
make more sense than allowing an ineffective foundation to continue
existing.

One alternative to revoking a foundation’s independence is set-
ting a time limit on its activities, by transforming it into an asset-con-
suming foundation, which allows a favourable relationship between
administration and grant-making to be achieved for the foundation’s
remaining duration.

Another alternative is to convert the foundation into a legally
dependent foundation as part of an independent umbrella foundation.
This allows the foundation to maintain its identity and vision, in a new
legal form.

Additional considerations for smaller foundations

The size of a foundation is not a relevant criteria for focussing on im-
pact. However, the range of measures and instruments available to
small foundations is limited by their scarce resources. They would be
well-advised to define overarching goals that are assessed each year,
or at intervals of multiple years.

A smaller foundation can amplify its own impact by getting involved
in larger projects and partnerships.
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Recommendation 18
Project selection

The foundation board specifies
procedures, competencies and
responsibilities for the acquisition,
evaluation and selection of
projects.

- Projects are acquired, evaluated and selected within the

framework of grant-making guidelines.

-  'The foundation board ensures that projects are processed
properly and in a timely manner, by appropriate experts.

- 'The foundation board considers using committees or advisory

boards, or engaging third parties, to select projects.




Types of project

Following
grant-making
guidelines

Evaluation work

Internal projects

'The foundation board can choose between different types of projects:
— projects for which a third party is seeking support (applications),
— third-party projects in which the foundation would like to get

involved (partnership),
— projects that the foundation would like to implement itself
(internal projects).

Some foundations are erratic in their decisions favouring potential
beneficiaries. The accusation of arbitrariness raised in an individual
case affects the image of the entire foundations sector.

Project selection must be secured internally and externally on the
basis of grant-making guidelines, and with transparent and clear pro-
cedures. While the focus of external communications is on predicta-
bility and reliability, internally the priorities are the transparency of
decisions, clear direction and capacity for development.

The aim of grant-making activities must be to choose the best from a
number of similar projects, in accordance with the foundation’s objec-
tives. A foundation must not shy away from the effort of acquiring,
evaluating and selecting projects.

If a foundation implements its own projects or enters into part-
nerships, it always plans with alternatives and variants in mind, in
order to make sure that selection remains possible. If a foundation
makes decisions regarding third-party projects, it is in the interests of
the foundation purpose if it is able to choose between a sufficiently
large number. This requires the foundation to be relatively well-known
and approachable, which it can foster through good communications.

The selection process is the same for all types of project; with consist-
ent application of the same criteria.

'Thus projects developed from within the foundation are not fun-
damentally preferred to those brought to the foundation’s attention
through applications. Regardless of the operational level at which the
foundation ultimately implements them, a foundation’s own projects
must meet particularly strict standards because they enjoy an a priori
advantage in terms of assessment and knowledge. Ideally, a founda-
tion’s own projects also face competition, both from each other (dis-
cussion of variants) and from external projects

If a foundation implements its own projects, they are subjected
to the same project accompaniment and evaluation procedures as
external projects. If necessary, it is advisable to engage impartial
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third parties to carry out this supervision, as a form of external
control.

Entrepreneurial funding forms have recently started playing a more  Entrepreneurial
important role. The traditional form of funding provided by charitable ~ forms of support
foundations is based on the principle of making non-repayable contri-
butions to beneficiaries. In the case of entrepreneurial forms of support,
on the other hand, income from the supported projects can flow back
into the foundation. This is the case, for example, if a foundation in-
vests in a beneficiary and is then able to sell its investment for a profit.
If a foundation generates a surplus from a charitable grant-making, it
can use this surplus in pursuit of its purpose, which multiplies the
grant-making impact. (the same money is spent several times). These
funding models, which influence asset management, therefore provide
an opportunity to enhance the foundation’s overall impact.
Unfortunately, these funding models are still met with scepti-
cism from the fiscal authorities. Based on the current practice of var-
ious cantonal tax offices, if income from business activities flows back
to a foundation, this may be problematic with respect to tax exemption,
even if these inflows are reused in their entirety for the foundation
purpose. The permissibility of these forms should therefore be clarified
with the tax authorities before they are implemented, in order to en-
sure that they do not put the foundation’s tax exemption at risk.

'The foundation allocates its resources on the basis of predetermined  Risk tolerance
criteria that are periodically reviewed. It attempts to achieve the great-
est possible impact with its grant-making activities. Funding usually
involves an investment that is associated with a certain degree of risk,
the success of which can only be measured in the medium term. An
identifiable risk associated with a potential funding project should not
be seen as a criterion for exclusion, but rather as an opportunity for
increased impact.

Projects with substantial risks should be thoroughly examined
accordingly, and if implemented, suitably monitored with an appro-
priate level of resources.

Above a certain size of foundation and number of projects, a founda- Project

tion considers the use of a database or web-based grant management Management
. .. . programmes

programme. This not only facilitates the selection process, but also all

stages of project implementation.
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Unhindered
contact

Obligations
to provide
information

Justification and
correspondence

Rejection

'The foundation board endeavours to ensure unobstructed contact be-
tween potential beneficiaries and the foundation. Corresponding con-
tact persons should be designated, and the formalities, conditions and
deadlines for submitting applications described.

The practices of foundation boards that make grants should be
disclosed appropriately. The application process is to be made easier
for applicants by providing them with information, or giving them the
opportunity to find information themselves. The principle of equal
treatment is to be observed.

Submitted projects should be acknowledged in such a way that appli-
cants are kept informed about the timelines and the ongoing project
evaluation and decision-making processes.

Applicants must also be informed of decisions in writing and
within a reasonable timeframe.

There is no fundamental obligation to provide justification for grant-re-
lated decisions, which is why no correspondence should be conducted
in this regard. If written justification is provided for a negative deci-
sion, it should be based on the foundation’s strategic direction and not
aspects relating to quality. The technical content should not be debat-
ed in detail.

There is no legal entitlement to grant support.

When refusing an application it is enough to state that the appli-
cation does not adequately match with the foundation strategy. It is
also advisable to use wording that reflects the selection process, i.e.
that the ranking list based on the support criteria and prepared for the
decision did not result in a positive outcome. Experience shows that
applications for reconsideration should not be accepted.

'The disappointment of rejected applicants can be taken into con-
sideration by offering the opportunity of a clarifying, explanatory or
advisory telephone conversation in the rejection letter, for example.
Notwithstanding the clarity of communication concerning rejected
projects, those responsible in the foundation should be aware of the

“power gap”. They should always see themselves as service providers,
and therefore avoid any expression of impatience, incomprehension or
arrogance.
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Additional considerations for smaller foundations

Small foundations should also communicate openly about key figures,
such as maximum project grants and decision-making deadlines. The
publication of selection criteria leads to increased self-selection by
potential applicants.

Smaller foundations that do not accept applications and state this on

their website cannot reasonably be expected to respond to any unso-
licited applications they receive.
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Recommendation 19
Project supervision

Projects must be supervised.

- The approval of funds establishes a contractual relationship
between the foundation and the beneficiary for the
duration of the project. This relationship is governed by the
grant contract.

The foundation may make its approval subject to conditions,
the fulfilment of which it monitors.

-  When supervising projects the foundation draws conclusions
regarding its grant strategy, the effectiveness of the
allocated funds, and the grant criteria.




Commitment of funds should not mark the end of communication
between the foundation and the beneficiary. The foundation is not
merely a money distribution agency, but rather a results-oriented fund-
ing agency. Formal acceptance of a project merely marks the start of
a project-related partnership between equals. This is because the foun-
dation does not see itself as a magnanimous benefactor or sponsor that
is owed gratitude, but rather as a facilitating partner that helps bene-
ficiaries with implementation of their projects.

Support services are generally tied to restrictions and conditions,
which requires an intensive examination of the project’s content and
technical and formal characteristics.

One general reservation is a time limit on the approval, for ex-
ample of a year. A written grant contract governing the specifics of
the project in a legally binding manner must be concluded within this
period. Specific conditions may, for example, relate to the subsequent
provision of information, and the associated subsequent verifications.

'The grant contract should regulate the following areas in particular:

— restrictions, particularly related to the purpose limitation,

— tying the (staggered) financing to milestones/intermediate goals,

— an obligation to provide information and report. This makes it
possible to check whether the funds have been and are being used
for the intended purpose,

— other conditions (such as the consent of third parties or the sub-
mission of particular documentation by the beneficiary),

— an obligation to mention the foundation by name.

One general condition is usually naming the foundation in connection
with all project activities, in a suitable form that is to be agreed in
advance. A grant-making foundation is identified through the projects
it supports, and these are also its main instrument for raising its pub-
lic profile. The more well-known and distinguished a foundation is,
the greater the value of using its name for supported projects and
beneficiaries, so it then also attracts better projects. Conversely, using
its name brings a benefit to the supported project or beneficiaries, and
is greater the more well-known and distinguished the foundation is.

Use of the foundation’s name increases the effectiveness of its
activities, and therefore reinforces the public benefit that is explicitly
desired and supported at a political level.
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VAT and marketing
services

Project
communications

Quality control

Avoiding
dependencies

In all foundation grant-making activities, it is important to make sure
that its support budget is not unnecessarily reduced by valued-added
tax (VAT) liabilities.

The foundation does not generally seek to receive counter-perfor-
mance within the meaning of VAT legislation. References to its in-
volvement in public presentations of the project (exhibitions, publica-
tions, etc.) do not constitute commercial marketing services, but are
instead akin to grant-making activities, as accompanying measures to
reinforce the foundation’s reputation.

The foundation actively encourages its beneficiaries to communicate
regarding the funded project, not only in specialist circles, but also by
informing the general public about the project details and goals. Suc-
cessful communications benefit both the foundation and the benefi-
ciaries. A foundation should therefore specify the communication
goals in the support agreement, and any specific communication meas-
ures that are to be supported.

A quality assessment should always be carried out before any new
funding is awarded to beneficiaries for new or ongoing projects. This
should be appropriately proportional to the funds already issued. If it
is apparent from the outset that there will be further funding, for
example as part of a multi-stage project, the criteria for the quality
assessment must be specified in the grant contract when the first con-
tribution is awarded. On the other hand, funds that have already been
granted may only be withheld in exceptional cases, in particular if a
condition is not met, and on the basis of well-reasoned argumentation.

The more heavily and closely a foundation’s representatives are in-
volved in supporting a project, the more the foundation makes the
project its own and the more personal the partnership is with the
beneficiaries. Despite this close collaboration, however, a professional
distance should be maintained in the interests of keeping the roles
transparent, to avoid organisational blindness.

It may make sense to continue a successful project partnership.
But in the medium to long term, a form of dependence sets in that is
not beneficial for either the beneficiary or the foundation, and results
in a dilemma. Because the partnership is too close, the beneficiary fails
to obtain broader support for the project. Without the foundation’s
ongoing funding, the project falls apart, which calls the foundation’s
previous involvement into question.
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Scheduling is clarified at the start of a project. The end of the project
is stipulated in the grant contract. In the case of programmatic fund-
ing approaches, however, the end of the respective individual project
is specified, but not usually the end of the foundation’s overall involve-
ment. In line with their acquisition logic, beneficiaries have little in-
terest in specifying the end of larger projects. In this case, the founda-
tion is responsible, even in a programmatic and long-term involvement,
for specifying a time frame comprising the three stages of inphasing,
consolidation and outphasing.

Inphasing usually consists of three phases: a feasibility study, a
pilot project and a scalable model project. The subsequent consolida-
tion phase draws on the experiences gained and brings the programme
to its breakthrough. At the same time, it prepares for the longer-term
prospects: should the programme continue beyond the duration of the
foundation’s funding? And in what form? Finally, outphasing results
in conclusion of the programme, or a transition to self-financing or
external financing.

Additional considerations for smaller foundations

Small foundations can rarely actively supervise projects. That is why
reporting by the beneficiary is essential. In addition foundation board
members can undertake to visit at least one supported project per year.
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Recommendation 20
Impact measurement and
project evaluation

The foundation measures its impact
on the basis of set objectives,

and evaluates the funded projects in
a suitable manner.

-  'The foundation sets targets for its support activities,
and monitors them and the degree to which they are achieved.

- 'The foundation reaches an agreement with beneficiaries
regarding evaluation of projects. The necessary costs for this
are taken into account in the project contribution.

o

Impact measurement and project evaluation are carried out
in such a way that they create additional value.




A foundation’s overall impact is not simply based on the number of
projects it supports, or the volume of grants provided. It also includes
governance of the foundation, own performance in the context of its
grant-making, and asset management.

Today it is expected of NPOs in general, and thus also from
foundations that they evaluate their own impact and communicate
about it. In order to be able to testify about its own impact, a founda-
tion must set itself objectives in advance, i.e. make assumptions about
how the foundation’s activities should serve its purpose.

In order to be able to substantiate its achievements and progress, the
foundation sets itself specific objectives, for entire grant-making areas
or for individual programmes and projects. In practice it has proved
worthwhile to follow the “SMART” mnemonic, according to which
targets must meet the following criteria:

S for specific (targets must be clearly defined and as precise as

possible),

M for measurable (targets must be quantifiable),

A for appropriate (targets must be in reasonable proportion to

outlay),

R for realistic (targets must be feasible),

T for timely (targets must have a clear timeline).

The results of a foundation’s activities can be separated into its perfor-
mance (output) and its impact (outcome). While output refers to the
direct and quantifiable results (number of participants in a course,
number of checks, etc.), outcome relates to the indirect, secondary
results (such as the fall in cases of a disease). The outcome is much
harder to measure, and is often only informative by comparing the
situations before the start and after conclusion of the project. But
outcome is what counts.

Impact measurement is complex because a part of impact only mate-
rialises when the service is provided by the beneficiaries. A foundation
can therefore only measure its own impact by including the services
provided by its beneficiaries.

However, this fact should not mislead a foundation into only
evaluating beneficiaries’ projects, while neglecting to measure its own
activities.

The effort of measuring a foundation’s impact must be propor-
tionate to the total volume of support it provides.
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Planning impact
measurement

Project evaluation

Evaluation by
external experts

Demand a final
report

'The manner in which a foundation’s impact is to be measured must be
specified from the outset. These are some of the questions that need
to be answered:

— Who is responsible for measuring the foundation’s impact?

— To what extent can the beneficiary help measure the impact?

— What data should be collected?

— What results should be recorded?

— With what should the results be compared?

Impact measurement should be distinguished from project evaluation.
Project evaluation is an important basis for the further design of a
foundation’s grant-making activities. The foundation is responsible for
initiating appropriate project evaluation, and ensuring that its results
do not go unused.

Before the project start, the foundation specifies an evaluation
process based on standardised procedures with the beneficiary, and
creates a corresponding budget item. Evaluation processes may be
carried out during or after a project.

Particularly in the case of large or long-term projects a “causal
chain” should be drawn up in advance, to describe the relationship
between the project resources used and the intended impact. A dis-
tinction is made in this respect between quantifiable results (ouzpuz),
the immediate effect (outcome) and the benefit to society (impacz). The
validity of the causal chain is assessed at regular intervals, with adjust-
ments made if necessary.

A final report may suffice in the case of smaller projects.

While project evaluation serves as a decision-making basis for sub-
stantial, ongoing grant-making, it is advisable to commission external
experts to conduct an independent assessment of both the foundation
and beneficiary.

Additional considerations for smaller foundations

As is the case for small grants awarded by large foundation, the foun-
dation requires at least a final report. In the case of bursaries for indi-
viduals or contributions to smaller organisations, for example, it is
possible to ascertain a lot of information about a the impact of a foun-
dation’s grant-making activities while building up a “foundation mem-
ory” in the archives.
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Finances



Financial management of the foundation

'The foundation board is responsible for the foundation’s financial man-
agement — irrespective of its members’ relevant skills and interests. Fi-
nancial management includes in particular asset management, budget
planning, and full, transparent financial reporting.

The importance of asset management

Responsible, cost-effective and professional management of a founda-
tion’s assets is the basis of its performance. The foundation board must
apply itself to this task with the same degree of care as its grant-mak-
ing activities. The board is responsible for ensuring that assets are
carefully managed in the interests of effective implementation of the
foundation purpose. It cannot extricate itself from this responsibility
due to lack of interest, ignorance, or by involving external specialists.

The foundation as a unity of impact

When implementing its purpose, a foundation must maximise its im-
pact using its available resources. This goal is not limited to a founda-
tion’s grant-giving, but also applies to asset management. It is not
enough to focus entirely on the amount and the effectiveness of grants.
How those returns are generated is just as important as how they are
used. Both together constitute a unity of impact.
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Sustainable investments

A charitable institution also has a responsibility towards society when

it comes to its asset management activities. The reason for this is clear.
'The capital provided to a company in the form of investments should

generate a profit. In this process, jobs are created, products are man-
ufactured, or services are provided. The company also has an impact
on its customers, contracting partners, the environment, etc. Espe-
cially when it comes to asset management, a charitable foundation

must bear in mind that it cannot accept any harm to the common good

resulting from any of its activities. On the contrary: it must assess

which investments enable it to generate a positive sustainable impact,
thereby increasing the foundation’s overall effectiveness.

Mission-based investments

A foundation’s impact can also be increased by making investments
that simultaneously implement its purpose. This involves supplying
the foundation’s assets to third parties whose activities comply with
the foundation purpose.

Independence of asset management

'The foundation must also remain independent when it comes to asset
management. This includes the foundation board avoiding conflicts
of interest in its decisions and ensuring that the service providers it
engages (asset managers, banks, consultants, etc.) guarantee a high
level of transparency. This impartiality is also reflected in the compe-
tition that the foundation encourages when it comes to awarding asset
management mandates. If a representative of a bank sits on the foun-
dation board, particular attention should be given to the principles of
transparency, disclosure or avoidance of interest conflicts, and compe-
tition. The bank representative may need to recuse him/herself from
relevant decisions.

“Package solutions” in which a financial services provider devel-
ops an investment strategy, implements it, and then also evaluates all
the activities itself, are to be strictly rejected because they give rise to
manifest conflicts of interest and lack control.
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Investment policy and process

When managing the foundation assets, the foundation board estab-
lishes clarity about
— the anticipated inflows and outflows of funds, and their timing,
— the foundation’s ability to bear investment losses,
— its own risk appetite and
— its target returns.

The investment strategy must reflect all these factors. If this is
not possible, the target returns must be revised.

'The traditional legal and economic principles of monetary invest-
ment, such as security, liquidity or liquidability of investments, diver-
sification to spread risk, avoidance of uncompensated investment risks,
and the principles of sustainable investment must be taken into con-
sideration when implementing the investment strategy.

A foundation’s assets are managed within the framework of a
regulated investment process. The foundation board implements an
asset management that is commensurate with the foundation’s size
and goals, and in which conflicts of interest are avoided to the greatest
possible extent.

Measures to be taken by a foundation in the event of
long-term shortfalls in income

If the income generated by a foundation’s assets does not adequately
cover effective implementation of the foundation purpose in the long
term, the foundation board must find a solution. The following alter-
natives must be considered:

— transforming the foundation into an asset-consuming
foundation;

— changing the foundation purpose;

— merging with a foundation with a similar focus;

— liquidating and transferring the foundation’s remaining assets
to another charitable organisation, in particular an umbrella
foundation;

— one less drastic alternative is to generate additional funds by
fundraising;

These kinds of changes can fundamentally alter a foundation’s char-
acter. They should therefore only be permitted subject to strict re-
quirements. If the founder had assumed that the foundation would
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be permanent, it can only be transformed into an asset-consuming
foundation provided that all other avenues have been exhausted. But
if the foundation’s permanence is not guaranteed anyway, the variant
should be chosen that allows the purpose specified by the founder to
be fulfilled most eftectively.
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Recommendation 21
Responsibility for
financial management

The foundation board is responsible
for the foundation’s financial
management. This includes budgeting,
asset management and financial
reporting.

- The foundation board prepares financial planning on the basis

- Cost accounting and project controlling are carried out based
on recognised principles of cost and performance accounting.

- 'The foundation board recognises the periodic budgeting,
the annual financial statements and the performance report as
key management and accounting tools.




'The foundation board cannot delegate its responsibility for financial
matters to third parties, even if it lacks the necessary financial and
investment expertise.

The budget is a management tool that is used to plan cash flows for
the next financial year. This can be done based on experiences from
previous years and the current year. Crisis meetings can be averted if
the budget, and particularly the budgeted income is realistic. Only a
realistic budget allows a more or less constant volume of funding to
be planned over the years.

'The characteristics of charitable foundations are not suited to conven-
tional financial reporting, for example in accordance with the Swiss
Code of Obligations. The focus here is not only on profit for the peri-
od and equity, but also on the appropriate use of the foundation’s funds,
and the efficiency and impact of the benefits provided.

The industry-specific accounting recommendation, Swiss GAAP
FER 21, was developed for fundraising NPOs. The legislator has rec-
ognised it as a financial accounting standard. But it also offers a suit-
able and recommended frame of reference for financial accounting by
grant-making foundations.

Its application is a sign of quality and ensures an increased level
of transparency. A financial report prepared in accordance with Swiss
GAAP FER 21 consists of the annual financial statements (balance
sheet, income statement, statement of changes in capital, notes to the
financial statements and potentially a cash flow statement), the annu-
al report and the expenditure report. It therefore goes beyond the
minimum required by law, and takes account of the peculiarities of
charitable foundations.

As part of appropriate project controlling, the foundation board im-
plements efficient planning, monitoring and control of the founda-
tion’s individual activities, and targeted use of funds.

The indirect personnel and non-personnel expenditure associat-
ed with the funded projects, such as expenditure relating to the prepa-
ration, accompaniment and evaluation of individual projects, as well
as proportional overheads, are to be included in budgeting and ac-
counting for those projects. These are the costs directly associated with
the individual project goals that exceed the volume of funding (= pro-
ject expenditure, or “indirect productive expenditure”). This procedure
enables a comprehensive financial appraisal of the individual projects
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Cost and
performance
structure

True and fair view

and/or funding priorities, facilitates comparisons within the founda-
tion, and optimises the effectiveness of existing and planned grant-mak-
ing activities.

A foundation’s efficiency is not determined by its administrative ex-
penditure. The foundation board determines the criteria according to
which total expenditure are to be categorised as “administrative ex-
penditure” and “project expenditure”, and how the latter are to be
distributed between existing cost units (such as projects, grant prior-
ities, funds and divisions). The annual financial statement is more
readable if the methods used to prepare them are clearly presented.

Information for small foundations

Implementation of Swiss GAAP FER 21 may be too onerous for small
foundations. Nevertheless, their financial reporting should follow the
principle of providing a frue and fair view.
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Recommendation 22

Investment management
organisation

The foundation board determines how
the investment management is
organised, with the aim of ensuring
effective asset management.

The foundation board ensures that the foundation’s asset

management meets professional standards. This includes
avoiding conflicts of interest.

The investment management organisation ensures that

responsibility for asset management and its control are kept
separate.

The elements of the investment process and investment

management organisation are set out in investment regulations.




The role of the
foundation
board in asset
management

Investment
regulations

Financial expertise
within the
foundation and
consulting

experts

Conflicts of
interest

'The foundation board primarily fulfils its financial responsibilities by
specifying the investment management organisation and strategy. It
cannot delegate these tasks as a matter of principle, but it may consult
independent experts if necessary.

Based on the form the assets take, such as securities, real estate,
intangible property rights, investments in operating companies etc.,
and the pertinent specifications in the foundation charter, the foun-
dation board must decide between or implement a combination of the
following options to exercise its influence:

—  self~administration of the assets (or a substantial part thereof, such
as share-holdings). The principle of keeping asset management
and control separate must be strictly maintained. This solution
should only be chosen in exceptional circumstances due to poten-
tial interest conflicts.

— delegation of asset management to external asset managers, or a
company with close links to the foundation or founder.

In both cases, it remains the foundation board’s duty and responsi-
bility to determine the investment policy and strategy, to continu-
ously control its implementation, and, if necessary, to adjust them.

'The investment management organisation is documented in an invest-
ment regulation. In addition to ensuring that responsibility for man-
aging the foundation’s assets and controlling their management are
kept as separate mandates, this regulation governs the definition of
the investment strategy. This includes risk-related specifications, the
investment process, the policy relating to sustainable investments, in-
vestment controlling, the exercise of voting rights and periodic review
of the investment strategy.

Successful and cost-effective management of the foundation assets
requires appropriate financial expertise. As part of its personnel
planning, the foundation board ensures that it includes members
with the necessary knowledge. It may consult independent experts
for support, who can also be appointed to the investment commit-
tee.

'The foundation board is mindful of potential conflicts of interest with
respect to all of the foundation’s asset management activities. This
relates in particular to the appointment of financial experts to the
foundation board, the involvement of independent experts, and issuing
mandates to banks and asset managers. Foundation board members
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and experts should as a matter of principle be independent of the
financial service providers entrusted with asset management.

The foundation must be independent in its asset management. The
foundation board defines the investment strategy and its implementa-
tion, and awards asset management mandates in a competitive process.

Responsibility for asset management and for its control must be kept
separate.

'The foundation board often delegates some of the asset manage-
ment tasks internally (to executive management, the investment com-
mittee, internal asset managers, etc.) or externally (to banks and asset
managers).

The work of those it engages and the results they achieve must
be periodically controlled, and checked against the requirements
(benchmark indices, costs, compliance with investment restrictions,
etc.). This review is carried out as part of internal or external invest-
ment controlling. The chosen organisational solution must be specified
in an investment regulation.
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Recommendation 23
Origin of the foundation’s
assets

Founders only endow foundations
with assets from a legally
correct origin, and the foundation
board only accepts such assets

as donations.

- 'The foundation board endeavours to establish transparency
with respect to the origin of assets donated to the foundation,
as well as the identity of the former (economic) owner.

-  The foundation board refuses to accept assets whose origin
violates applicable national laws or international treaties.
This relates in particular to assets associated with terrorism,

- On receipt of donations the foundation board ascertains
whether the origin of the assets is consistent with the foundation
purpose.




In the case of larger contributions, the foundation board must know  Due diligence with
the person making the contribution, or the trustor in the case of fidu- respectto

. o contributions
ciary contributions.

All applicable legislation must be observed when accepting assets. The  origin of
harmonisation of Swiss legislation with international standards must ~ contributions
be taken into consideration in this respect.
This results in an obligation on the part of the foundation board
to ascertain the origin of larger contributions. In this context, “origin”
refers to all processes associated with the creation and transfer of the
assets in question. In particular, the foundation board must investigate
any potential connection between the assets and terrorism, money
laundering, corruption or other crimes (Art. 305bis Swiss Criminal
Code (StGB)). A donation must be rejected if the investigation reveals
a criminal origin.
In addition to statutory compliance, the foundation board must
also investigate whether the origin of the assets is ethically problem-
atic. International ethical standards (such as the Sustainable Develop-
ment Goals) can be used as a benchmark.

When conducting these investigations, the foundation board is not Proportionality
obliged and does not have the resources to go to extremes. Instead, its

efforts may and must be appropriate, even if this means that it does

not achieve absolute certainty.

There has also been a change in recent years with regard to untaxed  Untaxed assets
assets. When receiving such assets, the possibility cannot be ruled out

that domestic or foreign authorities will assert claims against the foun-

dation, or potentially even against the foundation board members. The

foundation board therefore submits assets on which the former owner

did not pay tax to subsequent taxation. Another reason for subsequent

taxation is to avoid a negative impact on the reputation of the founda-

tion and the philanthropy sector.

'The receipt of contributions should be covered by the foundation’s risk  Risk management
management system. In addition to risks under criminal and tax law,
and financial risks, reputational risks are becoming increasingly im-
portant. Foundations that regularly receive funds from third parties
should use a regulation or guideline to specify how assets from ques-
tionable origins should be dealt with, and under what circumstances

such funds should be accepted.
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Recommendation 24
Principles of asset
management

The foundation board ensures that
asset management is in keeping
with the foundation purpose and
cost-effective.

- The foundation board ensures that the foundation’s asset
management activities meet professional standards.
This includes avoiding conflicts of interest.

In addition to general investment principles and the legal
and financial framework, the foundation board also takes the
foundation’s overall impact into consideration.

- 'The investment process comprises three steps. These are
defining the investment strategy, implementing the investment
strategy, and controlling the investment result. The foundation
board follows the investment process and ensures that sufficient
consideration is given to the general principles of investment
(security, diversification, return, liquidity).




Legal principles

Conditions
imposed by the
founder or
associated with
contributions

Differencesin
relation to
employee benefit
foundations

The foundation as
an operational unit

Framework
conditions

'The law governing foundations does not include any explicit provisions
pertaining to asset management for charitable foundations. According
to the Swiss Federal Supreme Court, the principles of security, prof-
itability, liquidity, risk diversification and asset preservation must be

followed (Federal Court Decision (BGE) 124 III 97).

'The founder may stipulate requirements pertaining to asset manage-
ment, for example by specifying that certain assets may not be sold.
The foundation board must comply with such requirements.

This also applies with respect to contributions made once the
foundation has been established that are tied to specific conditions
concerning their administration.

'The investment regulations for employee benefit foundations (Art. 49
ff. BVV 2, SR 831.441.1) can be used as a guide. However, the require-
ments for charitable foundations can by no means be equated with
those for employee benefit foundations. Foundations have a much
more flexible structure, and can therefore take greater risks in order
to achieve more substantial returns. Unlike employee benefit founda-
tions, these foundations often do not have any long-term obligations.
In years when income is low, they can also scale back their support
services if they need to preserve their assets. Mission-based invest-
ments are another possibility for them.

Everything that a foundation does forms part of a cohesive whole. Its
grant-making activities, asset management and administration com-
bine to produce an overall impact. That is why its asset management
activities cannot simply be based on conventional investment princi-
ples, such as asset preservation and returns, but must also strive to
make an additional impact. This can be done using mission-based and
sustainable investments in particular.

The framework conditions for asset management include the size of
the assets. Foundations with a small volume of liquid assets have
fewer investment opportunities available to them and pay higher
bank fees.

A further framework condition is whether the foundation has a
regular inflow of funds, or is based on a single endowment of assets.
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'The foundation board specifies the principles of asset managementin  Investment

an investment regulation. process
Starting with the target returns and the foundation’s capacity and

appetite for risk, the foundation defines the investment strategy. This

should enable the foundation to implement its purpose economically

and effectively. The investment strategy is implemented in such a way

that the investment targets are achieved with minimal costs, whilst

observing the foundation’s liquidity requirements.
'The investment result is subject to periodic quality and cost con-

trols (investment controlling) based on benchmark indexes. The

“Guide to Asset Management for Charitable Foundations” or “Invest-

ment Regulations for Charitable Foundations” — both of which are

sample templates published by SwissFoundations (available in French

and German) may be helpful in this regard.

A foundation’s assets do not always consist of manageable assets. They  Relevant assets

can also include assets, such as company shares, works of art or real
estate, that may not be sold and require special administration.

Additional considerations for smaller foundations

Proper asset management is not a privilege reserved for large founda- Following an
tions. Foundations with small liquid assets should also not neglect the ";"e:tme"t
. . . strategy
investment process. They must also draw up investment regulations.
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Recommendation 25
Investment strategy

With the investment strategy,

the foundation board determines
the principles for asset manage-
ment, and stipulates how the
foundation should achieve its target
return.

- 'The foundation board draws up an investment strategy based
on the foundation charter and the foundation purpose in
particular, as well as the foundation’s financial circumstances.

= It determines target returns based on the foundation’s
financial requirements, and its capacity and appetite for risk.

= It specifies whether, and if so, how assets should be used
to implement the foundation purpose (mission-based invest-
ments). It at least ensures that no investments are made
that contradict the foundation purpose.

- Italigns the assets in accordance with sustainability and ESG
criteria.

- It issues an investment regulation governing the investment
strategy, long-term asset allocation, and monitoring of
their implementation.




The term “asset strategy” refers to the long-term distribution of assets
between different asset classes.

The foundation board specifies a target quota for each asset cat-
egory (as a percentage of total assets) and a band width within which
the quota can fluctuate.

By defining a benchmark index for each asset category and for
the total assets, the foundation board enables a comparison with the
performance of the financial markets in which it has invested.

The investment strategy determines the potential long-term re-
turn and yields, and therefore also a realistic funding budget, and has
a great influence on whether or not a foundation’s assets can be main-
tained in the long term.

The following framework conditions should be clarified before defin-
ing an investment strategy, in particular:

— investment horizon: the period of time during which the assets
are not required,

— risk: for example the willingness to accept fluctuations in value,
definition of credit limits (minimum ratings), or exclusion of
financial instruments such as derivatives,

— inalienable assets,

— handling of mission-based and sustainable investments,

— reporting and controlling principles.

Firstly, a target return that is to be generated by a foundation’s asset
management activities in the long term is defined based on the volume
of assets, the target volume of assets (intended build-up or reduction
of assets) and the expenditure budget. This must finance

— the foundation’s grant-making,

— the administrative expenses,

— the fluctuation reserves,

— the contribution to be continually allocated to the foundation’s

assets in order to maintain the foundation’s purchasing power

(as a result of inflation).

It is also necessary to consider the foundation’s willingness and capacity
to tolerate risks when defining the investment strategy.

The willingness to enter into risks describes the foundation
board’s readiness, as a body, to take responsibility for and endure a
market-related reduction in the value of the foundation’s assets.

Risk capacity describes a foundation’s ability to tolerate a reduc-
tion in the value of its assets resulting from its financial framework
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Investment
categories

conditions, without having to scale back its activities. The following
rule of thumb can be used to estimate a foundation’s risk capacity:
fluctuations in the foundation’s assets may not be so pronounced that
the target volume, based on a minimum volume of assets (in accord-
ance with the statutes or target return), is not achieved in the long
term.

An investment strategy consists of various investment categories, with
different potential returns and risks.

Bonds issued by the federal government, the cantons and also
other industrialised nations (government bonds) are considered low
risk, albeit not risk-free. Corporate bonds are slightly more risky.
There is a risk of incurring losses if they are sold prematurely, or if the
issuer becomes less stable. The potential returns from low-risk bonds
with good credit ratings are extremely limited.

Those who are able to accept greater risks (i.e. more pronounced
fluctuations in the value of their assets) generally also receive more
substantial returns. This applies to shares, which generate higher
yields over time, but are subject to more pronounced fluctuations in
value. It often takes years for losses to be recovered.

Real estate, which is either held directly or through funds, gen-
erally make sense as investments for foundations, since they provide
regular income. Real estate is often brought in by the founder, either
as an asset to generate returns, or in order to fulfil the foundation
purpose (for example in the case of a museum). It is important to bear
in mind the costs generated by real estate for administration, mainte-
nance and repair, as well as the costs of vacancy (lack of income).
Lower yields can be tolerated if the founder or donor has declared a
property to be unsellable, or if it can be justified within the context of
mission-based investment.

Alternative investments, such as hedge funds, private equity and
infrastructure investments, also deliver potentially higher returns in
comparison to bonds with good credit ratings. Structured products
may be suitable to optimise yields and minimise risks. However, they
require a heightened understanding of these investment vehicles.

In all investment categories it is important to avoid risks that are
not, or inadequately rewarded on financial markets by higher yields.
Examples are insufficient diversification (cluster risks) or currency
risks that are not suited to a foundation’s needs.
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Since prices do not rise or fall simultaneously in all investment cate-
gories, skilful diversification can minimise the risk or, with a given
risk capacity, maximise the return on investment. The same applies to
investments made within a particular investment category. Here too,
prices of individual securities do not usually rise and fall synchronous-
ly. Spreading investments over many securities therefore reduces the
risk, while keeping the potential return the same. Diversification is an
important prerequisite for professional investment.

Foundations have an obligation to maintain the value of their endowed
assets if instructed to do so by the founder. For a foundation to main-
tain the real value of its assets — no matter what its investment strate-
gy — the nominal value of its assets must grow in line with inflation.
'This means that income amounting to inflation must be added to the
assets that are to be preserved. During periods of inflation, the nom-
inal value of a foundation’s assets must therefore increase in order to
maintain the foundation’s wealth and purchasing power.

Due to fluctuations in the market and high demands on the annual
funding volume, it may not always be possible to maintain the value
of the foundation assets, and a temporary fall below the minimum
asset value must be accepted. To prevent this from happening, value
fluctuation reserves can be created in order to cushion asset changes.
These reserves can be drawn down to offset losses. As a rule of thumb,
foundations with a long-term existence and a constant outflow of
funds, should hold a fluctuation reserve amounting to between one
third and half of their total investments in order to cover temporary
fluctuations in the value of those investments. If shares account for
40% of a foundation’s assets, a fluctuation reserve amounting to ap-
proximately 13—20% of the foundation’s assets should be maintained.

If the assets fall below this limit in the longer term, steps must
be taken to either reduce grant-giving or attract donations. The pos-
sibility of transforming the foundation into an asset-consuming foun-
dation can also be considered.

Founders and donors may stipulate that certain assets contributed by
them may not be sold, including companies, real estate, securities,
jewellery, works of art, intellectual property rights, etc. Out of prin-
ciple, such assets may never be included in the investment strategy,
even if, from an investment perspective, they constitute cluster risks
and violate the diversification requirement. The sale of such assets can
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Sustainable
investments

Mission-based
investments

(or must) only be considered if the foundation’s existence or fulfilment
of its purpose are at risk and this only in consultation with or subject
to the approval of the foundation supervisory authority and the found-
er or donor.

Asset management should reinforce the foundation purpose, or at any
rate not oppose it. Because of their charitable nature, ethical respon-
sibility, and considerations relating to their reputation, many founda-
tions make sustainable investments. The aim is to avoid the assets
generating a negative impact that would be contradict the foundation
objectives.

'This typically involves conventional bonds, shares, real estate or
alternative investments that are selected on the basis of ecological and
social criteria, as well as criteria relating to good governance (environ-
mental, social and governance, ESG), in addition to traditional finan-
cial criteria.

A foundation may define exclusion or positive criteria for its in-
vestments. Typical market returns and risk profiles should not and do
not have to be overlooked. Regular screening (review of investments
by an independent agency) can be used to monitor compliance with
the specifications.

Mission-based investing is a foundation-specific approach to asset
management that not only seeks to achieve a positive impact per se,
but one that is also in the interests of the foundation purpose. In this
case, the foundation usually invests a portion of its assets in a way that
directly implements its purpose, while maintaining the invested assets
and, if possible, generating a return that is typical for the market.

For example: a foundation whose purpose is to promote educa-
tion buys a property and leases it to an institution that runs a school
in it. Thus, the foundation makes an investment, and generates a re-
turn from it. This is the asset management aspect. The support aspect
is that the foundation allows a school to be run in its property. The
asset is therefore being used to further the foundation purpose. Not
only is the foundation purpose supported through the income gener-
ated by the asset, but also by the asset itself. This achieves a greater
impact with the available resources.

Mission-based investments are often described as a separate in-
vestment category in an investment strategy.

In the case of mission-based investments that do not generate a
return that is typical for the market, the foundation board must define
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how it expects the investment to contribute to fulfilment of the foun-
dation purpose, in order to make up for potential loss of returns in
comparison to conventional investments, and therefore justify the
relevance of the investment to the foundation purpose. If an asset
generates a reduced return or even a loss, the standard that must be
applied to the mission-based investment as a grant benefit, that the
foundation purpose could not have been implemented more effective-
ly using the lost return or income through other forms of funding.

Today, exercising the voting rights granted by shares is considered
“good practice” for institutional investors, and therefore for charitable
foundations too. Voting rights are either exercised directly at the gen-
eral meeting of the respective company’s shareholders (potentially
after consulting a voting rights advisor), or by designating a proxy.

The manner in which a foundation chooses to exercise a voting
right depends on the size of assets, the resources available, and the
number of shares held directly.

'The foundation board must also decide whether and how it wants
to get involved by exercising its shareholder rights as part of its en-
gagement strategy. Shareholder engagement refers to an approach in
which influence is actively exercised over the companies in the port-
folio. This is often done by joining an engagement pool. Influence is
exercised in order to encourage the companies to adopt more sustain-
able business practices.
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Recommendation 26
Asset allocation

The foundation board specifies
who manages which assets, how,
and subject to what conditions.

- 'The foundation board defines the type of mandate, the form
of management, and the number of mandates to be advertised
externally, and determines who they are awarded to.

- Asan exception, it only manages assets itself if it has the
corresponding expertise. In doing so, it pays particular
attention to conflicts of interest.




'The foundation board draws up mandate conditions based on the in-
vestment strategy as set out in the investment regulations. Mandates
can be structured as follows:

— Assets are distributed between one or more mixed mandates,
which combine all asset categories.

— Another approach involves awarding specialised category man-
dates, such as bonds denominated in Swiss francs, bonds denom-
inated in foreign currencies, Swiss equities, international equities,
real estate funds, etc.

'The volume of mandates and their complexity influence the costs. The
proportion of costs is lower for bigger mandates.

In the case of active management, a portfolio manager chooses the
stocks that seem suitable to him/her. He/she implements the founda-
tion’s investment strategy on its behalf by selecting and acquiring, or
selling, each individual investment.

In the case of passive (indexed) management, a foundation in-
vests in units of a large portfolio (usually a fund). This involves buying
the shares included in the index, and the return for the mandate
largely corresponds to the index return. Customisation is not usually
possible.

Cost, risk and expertise play an important role when deciding
between active and passive management. Transparency with respect
to costs is required for both forms of investment, in connection with
both the purchase and sale of individual equities (commission) and
the equities held in funds. Active mandates incur increased costs.

'The choice mainly depends on the extent to which the foundation
wants and is able to be involved in asset management. Active mandates
allow greater flexibility. Asset management can be tailored more spe-
cifically to a foundation. This also allows its impact goals to be taken
into consideration more. On the other hand, the requirements with
respect to the foundation board’s procedures and expertise are greater
in the case of active management. In the absence of this expertise,
passive investments are usually a better option.

For each mandate, the investment guidelines should specify in detail
how the assets should be invested, and how an investment’s perfor-
mance and, potentially, its impact, are to be measured. In particular,
the investment guidelines should contain information regarding
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Indirect
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— liquidity,
— the permitted investment universe (e.g. Swiss equities: Swiss
Performance Index investment universe),
— the permissibility of investment instruments such as derivatives,
collective investments (funds), etc.,
— the benchmark (the index against which asset performance is
compared),
— the minimum credit rating and maturity of bonds,
— the risk parameters, such as the permissible deviation from the
benchmark of individual investment weightings, or information
on the deviation risk with respect to the benchmark index (track-
ing error).
In addition to this “technical” information, it is necessary to specify
how often and in what manner the portfolio manager is to report.

The investment guidelines should also contain a requirement to
make sustainable and potentially mission-based investments, as well
as details regarding monitoring of that requirement.

Asset management is usually outsourced to external asset managers
or banks.

A foundation should only manage its own assets in exceptional
cases, and if the necessary expertise is guaranteed. Particular attention
should be given to conflicts of interest. It is always worth consulting
independent experts periodically or on a permanent basis, and making
comparisons with the solutions available in the market.

Additional considerations for smaller foundations

In the case of foundations with a small volume of investable assets, it

is reasonable for asset management to be carried out by the foundation

board on account of the simplicity of their asset structure. However,
smaller foundations should generally prefer passive forms of invest-
ment over active asset management. The chosen solution must be com-
pared regularly, in terms of performance and costs, with the solutions

that are available on the free market.

In principle a small foundation has fewer options for investing its assets.
It is not able to invest as widely, since the investments in individual
investment categories would be too small and monitoring would involve
too much effort to be cost effective. Indirect or passive investments
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(funds) therefore often make more sense for smaller foundations, than
investing directly. It is also more difficult for smaller foundations to
specify individual sustainability criteria without incurring significant
additional costs.
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Recommendation 27
Mandate assignment
under competitive
conditions

In order to achieve the best possible
results while keeping costs to

a minimum, the foundation board
selects service providers to
implement the investment strategy
from several contenders under
competitive conditions.

-  Mandates are assigned as part of a submission process based
on competition conditions.

- The recurring and non-recurring costs of implementing the
investment strategy and managing the assets in the long term
are made transparent and monitored.

- 'The financial service providers engaged undertake to maintain
transparency, to reimburse or rule out retrocessions, and to
comply with a most-favoured clause.




In order to encourage competition, with mixed mandates in particular,
it makes sense to divide up the assets, to assign multiple, identical
mandates, and to compare performance. At the end of a given period
(three years, say), the portfolio manager with the worst performance
is dropped.

Asset management mandates are generally advertised on the ba-
sis of competition conditions, which means that bids are obtained from
multiple interested parties. An invitation to tender can cover asset
management (portfolio management), securities custody (custodian
bank) and accounting, and reporting. In the case of larger volumes of
assets, the custodian bank function is often advertised separately (cen-
tral custodian bank, global custodian).

A description of the desired investment strategy and benchmark,
including the desired manner of implementation, is sent to the bidding
banks and asset managers as the basis for their bids. They must provide
details of the benefits and drawbacks of their proposed implementa-
tion — with all apparent and hidden, non-recurring and ongoing asset
management costs, as well as third-party fees.

A questionnaire can make it easier to compare bids. This contains
questions regarding products, the investment process and investment
management organisation, as well as the people and teams involved,
and all direct and indirect costs. For asset managers, a performance
record for past periods provides a reference, but it goes without saying
that it cannot be extrapolated into the future, and it should be evalu-
ated in comparison to the pertinent (benchmark) index (relative re-
turns). In addition to the aforementioned factors, consideration should
also be given to the quality of support provided to the foundation. The
company’s stability and experience are also important, as are the sta-
bility and experience of the team over multiple cycles.

A decision is made in favour of the provider with the best price-
performance ratio.

When implementing the investment strategy, and specifically with
regard to issuing the invitation to tender and evaluating the bids, prov-
en and independent experts who are regularly involved in such invita-
tions to tender can assist with the decision-making process, and po-
tentially reduce the costs involved. From time to time, experts can be
brought on board to analyse the cost structure and renegotiate exces-
sive costs on behalf of and in consultation with the foundation.
When consulting experts, a cost budget for the fees is to be drawn
up and compared with the potential savings. It is worth obtaining a
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range of bids for such consulting mandates. In this case as well, the
foundation board is still responsible, despite consulting experts.

Restructuring assets, and to a lesser extent initial investment too, in-
curs substantial apparent and hidden transition costs. When estimat-
ing these non-recurring costs, it is important to bear in mind that
more successful asset management and lower recurring management
or investment costs will pay off in the longer term. New asset manag-
ers are also often willing to bear some of the transition costs incurred
(such as delivery fees).

‘The fees for financial products, such as investment funds, derivatives
and structured products, should be checked, particularly if they are
structured in multiple layers (e.g. fund-of-funds). A second opinion
should always be obtained when using such products.

A total cost account should be prepared each year in order to
record the absolute costs and match them with their associated servic-
es. These also include the costs incurred within financial products.
There is usually a total expense ratio (T ER) available for most products
(such as funds, etc.), which provides a good indication of costs. Trans-
action costs within financial products, on the other hand, are not
usually transparent or included in the TER.

Retrocessions are payments that financial service providers receive
from third parties in return for the purchase of their investment prod-
ucts. If the service provider is able to make decisions regarding the
purchase of such products in connection with an asset management
mandate, this gives rise to a conflict of interests, in which the service
provider does not necessarily choose the best product, but rather the
one that earns it the most money. According to the Federal Supreme
Court (BGE 143 III 348), retrocessions are owed to the customer
anyway.

Foundations must therefore insist on full transparency regarding
costs and any retrocessions and incorporate the corresponding infor-
mation into their cost/benefit calculations. This is particularly true if
members of the foundation board are involved in asset management.

The foundation board demands a written declaration from the finan-
cial service providers engaged, in which they undertake to maintain
transparency, to rule out or reimburse retrocessions, and to comply
with a most-favoured customer clause.
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— All fees are disclosed.

— All “portfolio fees” and retrocessions, i.e. all payments from third
parties in connection with the engagement, are reported and
credited to the foundation.

— The same service is not offered to other customers with similar
parameters for less, and if it is, justification is required.

Additional considerations for smaller foundations

Smaller foundations often require more support with asset manage-
ment. But lower returns on assets make the corresponding costs more
of a factor. Smaller foundations, in particular, are therefore well-ad-
vised to advertise their consulting mandates on the basis of competi-
tion conditions regularly, and to repeatedly review existing mandates.

Smaller foundations must make sure that support is provided by a fi-
nancial services provider that understands the foundation’s needs and
background (and talks in clear terms), and also takes the time to deal
with the foundation’s affairs. Discount solutions, or support from a
large asset manager’s institutional customers’ department, do not al-
ways meet these criteria, since they often view foundations as their
smallest and least lucrative customers.

Smaller foundations in particular should check on the basis of ongoing
comparisons within the foundations sector whether the manner in
which they manage their assets is cost effective. This applies to all
services, i.e. involvement of individual foundation board members,
banks, asset managers and experts.
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Recommendation 28
Monitoring of asset
management

The foundation board regularly
assesses whether the results of the
foundation’s asset management
activities are adequate, and whether
the investment strategy is suited

to the foundation’s objectives.

- A foundation’s investment strategy and compliance with ESG
criteria are assessed annually.

-  The investment results are monitored at least twice a year.

o

The investment strategy and results review findings are
documented.




The investment strategy’s appropriateness should be assessed every
year because it has a significant influence on the return generated and
the level of risk.

Furthermore, a review should take place whenever there is a sig-
nificant change in the foundation’s needs, such as a substantial in-
crease in the annual volume of funding grants, major events on the
capital markets, such as sharp rises or falls in share prices, or other
unusual occurrences. However, a foundation should only change di-
rection immediately if there is a fundamental change in conditions.
Repeated or abrupt changes, such as the panicked, large-scale sale of
shares in a crisis, can lead to unsatisfactory investment results.

'The following questions are key:

— Does the investment strategy suit the foundation’s objectives (for
example with respect to its target return, mission-based invest-
ments, or sustainable investments)?

— Are the expected long-term returns on investment and the cho-
sen investment strategy sufficient to cover the intended annual
grant-making and administrative expenditure, to build up fluc-
tuation reserves, and to maintain the purchasing power of the
foundation’s assets?

— Does the foundation have the risk capacity, and the foundation
board the risk appetite, to maintain the chosen investment strat-
egy, even in the event of a crisis?

— Is action needed with regard to the investment strategy, annual
outlay, or the asset target? If so, do the asset manager mandates
need to be adjusted?

The results of the review are documented in writing for the informa-
tion of every member of the foundation board, as well as for long-term
documentation.

The investment results are typically reviewed every quarter or every
six months, and the findings are submitted to the foundation board
for discussion. A distinction is to be made between the performance
of total assets (strategic controlling) and the performance of individ-
ual asset managers (mandate controlling).

Questions regarding the performance of the total foundation assets:
— Did the foundation’s total assets achieve the same return as the
strategic benchmark index?
— What are the reasons for any deviations?
— Is action needed with regard to the mandate structure (number
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Mandate
controlling

Evaluating the
investment results

and type of mandates), or investment management organisation?
— Wias the asset purchasing power maintained (if required)? If not,
what measures are required to reach the desired volume of assets
(such as reduced spending, adjusting the investment strategy)?
— How does the foundation’s asset management contribute to its
overall impact?

Questions regarding the performance of individual asset managers:

— Have the asset managers matched (indexed mandate) or exceed-
ed (active mandate) the specified benchmark index return?

— What are the reasons for a possible deviation from the bench-
mark index?

— Have the mandated asset managers observed the agreed invest-
ment guidelines?

— Are the costs of asset management known, and appropriate? Are
there any indications of hidden costs (for example in the case of
investment funds)?

— Have the asset managers applied ESG criteria? Are these criteria
consistent with the mandate?

— If part of the mandate: have the asset managers made mis-
sion-based investments?

— Have the asset managers satisfactorily fulfilled their mandate, or
is it necessary to amend the contractual requirements, or re-ten-
der the mandate?

Furthermore, it should be assessed whether the contractual require-
ments for the asset managers match the investment strategy and reg-
ulations, and whether there are any grounds for changing these re-
quirements.

It is only possible to make a fair assessment of whether an actively
managed mandate has achieved its target (beating the benchmark
index) after an investment cycle of between three and five years. In-
dex-linked mandates, on the other hand, should achieve their target
(matching the benchmark return after costs) each month.

The degree to which an asset manager has achieved his/her target
can only be measured in relation to the benchmark index. He/she
cannot be held responsible for (positive or negative) developments that
are outside his/her control.

Evaluation of investments includes direct investments in real es-
tate (investment properties). These are usually revalued every three
years. Thanks to this regular revaluation, the return they generate (net
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income and changes in value) can also be measured against a bench-
mark index.

To ensure an open discussion, it is advisable to discuss the invest-
ment result in the asset manager’s absence. If the investment targets
were not met, an asset manager may be invited to a separate meeting
to discuss their performance. Mandates can generally be terminated
with immediate effect.

In the case of large foundations, the foundation board discusses in-
vestment-related matters more frequently as an agenda item, or ap-
points an investment committee whose members have investment or
commercial expertise. The tasks of such a committee include assessing
the investment results in advance and regulating specific issues.

If there are not enough specialists on the foundation board, it
may engage an external investment expert to provide an independent
evaluation of the investment results. Of course, this expert may not
simultaneously be active for the foundation as an asset manager, and
the mandate must be tendered on the basis of competition conditions.

If a foundation stipulates certain ESG criteria for its asset managers,
compliance with these criteria must be monitored. This can mainly be
done by the managers themselves, who prepare corresponding reports.
This will be the case if ESG-compliant managers and/or funds are
deliberately chosen. A regular review can also be carried out by an
external rating agency, although this incurs additional costs.
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Phenomenology of
the Swiss foundations
landscape

The Swiss foundations landscape is not as homogenous and overseea-
ble as the use of “foundation” as a term and legal structure might
suggest. It features different types of foundations with very different
structures and is a rich biotope with a colourful diversity of constant-
ly changing species. The terminology used is correspondingly diverse.
New terms are constantly finding their way into the foundations-re-
lated lexicon. Some terms are only used in German-speaking Swit-
zerland, some only in our neighbouring German-speaking countries,
and some only in the English-speaking world.

'The following section does not just cover the legal terminology
used in Swiss legislation. Instead, it also seeks to record and explain
the terms that are commonly used in practice. The resulting aim is to
provide a useful instrument for the implementation of the Swiss Foun-
dation Code.

The individual terms each express different concepts, so there
may be some overlap between them. It usually takes several terms to
describe a foundation in a way that expresses its essence and how it
operates. Each term can therefore usually only be used in a particular
context.

The different forms that foundations can take are always chang-
ing, with new forms constantly emerging. The following is an attempt
at an overview. It is divided into “Fundamental Questions” and a

“Foundations Matrix”. This offers two different approaches to clarify-
ing the terms used to describe the Swiss foundations landscape.

Fundamental Questions

What is common public interest?

Common public interest is not a concept used in foundation law, but
rather in tax law. Provided all of the other conditions are met, char-
itable foundations are tax-exempt, because their purpose produces
a general, public benefit and they are serving the common good.
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According to the 2020 Swiss Foundations Report, more than 13,000
of approximately 17,000 Swiss foundations entered in the commercial
register have charitable status.

Non-charitable foundations take a very wide variety of forms.
Although they may provide social and cultural services, they do not
enjoy any tax privileges because their payments only benefit a limited
group of beneficiaries. The most well-known types of non-charitable
foundation are the pension funds and employee benefit foundations,
family foundations, and church foundations.

However, the granting of charitable status to a foundation by the
tax authorities does not conclusively resolve the questions of who ex-
actly enjoys what benefits. There may be some crossover between char-
itable status and private benefit, particularly in the case of foundations
that suffer from latent conflicts of interest due to staffing of their
leadership bodies, or due to systemic links with a company that dom-
inates the foundation, for example. Even if this kind of foundation
constitutes an independent entity de jure, on a de facto basis it is de-
pendent on the interests of other natural persons or legal entities. If a
foundation is dependent for practical purposes (which is often the case
for foundations established by companies (corporate foundations) and
always the case for bank clients’ foundations), this may have ramifica-
tions for its charitable status.

How are charitable foundations financed?

There is a fundamental distinction between grant-making foundations
with their own assets and fundraising foundations. However, the var-
iations between these two forms are becoming more numerous. Types
of income can be divided into a number of fundamental categories,
although mixed forms are usually encountered in practice.

— Investment income: Dividends, interest and other income, such as
capital gains, generated as a result of asset management activities.

— Donations and other contributions: In addition to classical do-
nations, which are solicited through fundraising, this category
also includes other occasional contributions, such as legacies or
financial endowments.

—  Commercial activities: charitable foundations can also provide
services or generate income by some other means, for example by
marketing of products or rights.

- Systematic or unsystematic allocation of funds: corporate founda-
tions in particular are systematically allocated funds by the com-
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panies that established them. Corporate foundations are usually
embedded in the founding company in terms of their personnel,
administration, organisation and/or operations/strategy. Dona-
tion-funded foundations, which are endowed by third parties rath-
er than primarily or exclusively by the founder, are a special case.

What is the role of the regulatory authorities?

Charitable foundations are supervised by the state. The legislator cre-
ated the foundation supervisory authority to counter the absence of
owners’ interests and controls. Foundations may be supervised at mu-
nicipal, cantonal or federal levels. The criterium for the allocation is

the geographical sphere of a foundation’s activities. Municipal super-
visory boards regulate local foundations that operate at municipal lev-
el. This is a regulatory model that is in decline, however. The cantonal

supervisory boards, many of which have combined to form concordats

covering multiple cantons, regulate foundations that operate at canton-
al and regional levels. Finally, the Swiss Federal Supervisory Board is

responsible for foundations that operate nationally and internationally,
and currently supervises around 4,500 charitable foundations.

Every year, the supervisory boards review the foundations’ finan-
cial reports, their auditor’s reports, and their compliance with legal
provisions. They also offer advice to foundations and founders on re-
quest, if they are able to.

How autonomous and independent is a charitable foundation?

It is necessary to draw a distinction between legal autonomy and op-
erational independence in this respect. An autonomous foundation is
its own legal entity, and therefore enjoys legal autonomy. However,
corporate foundations in particular always have links to the interests
of the company that usually also allocate funds to them as well. In this
case, the question of actual independence repeatedly arises. If a cor-
porate foundation is dominated by corporate interests, commercially
it is like a department or marketing vehicle for the company. In the
case of bank clients’ foundations, the bank’s objective business inter-
ests (maximising investment costs, maximising assets by minimising
grant benefits) conflict with the objective interests of the foundation
(minimising investment costs, maximising grant benefits).

However, conflicts of interest can also arise in the relationship
between the founder and the foundation, for example if the founder
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or his/her descendants want to dominate the foundation (for genera-
tions), and attempt to use it for their own interests.

In addition to legally autonomous foundations, there are also
legally dependent foundations, for example in the form of endowment
funds (foundation funds) in umbrella foundations. In this case there
is also a fundamental difference between legal status and operational
dependency. Even if a foundation fund is not autonomous for legal
purposes, it can be set up using clear regulations in such a way that it
operates independently of third parties. Only an independent umbrel-
la foundation that is not structurally affected by the conflicts of inter-
est mentioned above allows an endowment fund to perform and op-
erate largely autonomously as a dependent foundation.

Since “foundation” is not a protected legal term, dependent foun-
dations can also call themselves a “foundation” provided this does not
cause confusion in the market. As a “foundation within a foundation”,
a legally dependent but operationally independent “endowment fund”
is a cost-efficient and effective philanthropic alternative.

How do charitable foundations implement their purpose?

There are different ways in which charitable foundations can imple-
ment their purpose. The boundaries are fluid, and the underlying mod-
els for implementation overlap and complement each other. Many
foundations apply more than one model at the same time as part of
their grant strategy.

The traditional grant-making model is one of committing funds,
in which a foundation exclusively responds to applications that are
submitted by third parties. That is why the term “grant-making foun-
dation” was used to refer to this type of foundation.

An entirely entrepreneurial support model is practised by an op-
erational foundation, which holds full responsibility for its own pro-
jects and programmes. This type includes the direct support founda-
tion in its charitable form, whose purpose is, for example, to run a
social or cultural institution (residential care home, hospital, museum,
etc.), and does not pay out any grants. There are a lot of mixed forms
between these extremes of an entirely passive and an entirely active
foundation model. In the middle is the programmatic foundation,
which defines fields of activity or a focus of grant-giving, initiates
ongoing or periodic invitations to tender, and also runs some projects
under its own responsibility.
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Where can charitable foundations operate?

Provided the provisions of the foundation charter are observed, foun-
dations may operate both within and outside Switzerland. In the case
of tax-exempt foundations, it is necessary to take the practice of the
cantonal tax authorities into consideration. If a foundation is involved
in development partnerships, for example, it can use all available funds
in other countries. In the case of other purposes, however, some tax
authorities will not allow tax-exempt foundations to award grants ex-
clusively in other countries.

Are charitable foundations set up in perpetuity?

Charitable foundations are traditionally set up for an indefinite period.
In such cases there must be compelling reasons to dissolve the foun-
dation. The dissolution is ordered by the foundation supervisory au-
thority (at the request of the foundation board).

However, the founder may stipulate in the foundation charter
that in addition to using the income generated by the foundation’s
assets, the foundation board may or even must use the assets them-
selves to implement the foundation purpose (“asset-consuming foun-
dation”). Once the assets have been used up, the foundation is usually
no longer able to achieve its purpose, which generally results in its
liquidation.

'The founder can also specify in the foundation charter that the
foundation should only exist for a set period of time (“limited term
foundation”). This is a possibility that is becoming increasingly popular.
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Foundations’ matrix

The following matrix is set out as a “form” with check boxes. It can be
used to make a foundation aware of its own profile. This kind of
self-evaluation can offer various ideas for opportunities to change, par-
ticularly when it comes to the dynamic, distinguishing features that
are not established in law.

'The morphological/typological approach facilitates an overview
of the different types and forms of foundations by setting out the
distinguishing criteria with their characteristic features.

While the distinguishing criteria established in law generally do
not change, which means that there is little flexibility in this respect,
the characteristic features can overlap, evolve, change and combine,
which is shown by the broken separating lines.

Terms in italics are explained in the foundation glossary.
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1. Distinguishing features that are anchored in law

Type of
foundation

0 Tax-exempt
= charitable foundation

J Not tax-exempt

= private-benefit foundation or non-charita-
ble foundation that does not meet all of the
criteria for tax-exemption

O Grant-making foundation
U Donation-funded foundation
O Umbrella foundation

O Corporate foundation

U Bank clients’ foundation

U Employee benefit foundation
O Company foundation

O Direct support foundation

O Company-holding foundation
O Family foundation

O Church foundation

O Crypto foundation

Legal structure

Founder O Natural person: Swiss or foreign “private | [J Legal entity

individual(s)” O Company

O Association
O Public sector

Foundation O Private foundation O Public-law foundation: Charitable

O Charitable foundation established in law and founded

U “traditional” foundation established by and endowed by the public sector,

(a) private individual(s) e.g. Pro Helvetia

O Corporate foundation

U For private-benefit or non-charitable
Autonomous O Legally autonomous foundation U Legally dependent foundation:
status O Stand-alone foundation endowment funds within an umébrella founda-

O Umbrella foundation tion or foundation fund
Legal basis O Private foundation U Dependent foundation or U Public-law foundation
for establish- foundation fund within an
ment umbrella foundation

O Charter O Contract O Legislation
Foundation 0 Municipal: at district or . O Cantonal: at cantonal or | [J National: at federal or
supervisory municipal level i multi-regional level i national/international level
authority ;
Scope of O Local i O Regional O National : O International
impact : ‘
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2. Distinguishing features that are not established in law

De facto 00 Maximum 0 Minimum
autonomy :
and charita- Consistent avoidance of conflicts of i Conflicts of interest with potential exercise
ble status interest: i ofiinfluence:
O Application of guidelines (for example { [J Founders or their descendants
regarding the foundation board’s i O Government institutions, authorities
composition and succession regulations) | (political links)
O Systematic checks and balances O Beneficiaries who are represented on the
foundation board
i O An asset-managing bank that sits on the
i foundation board
i O Companies to which the foundation has
i close links (corporate foundation,
bank foundation)
Scale 10 ‘9 ‘8 ‘7 ‘6 5 4 ‘3 ‘2 ‘1
Origin of O The foundation’s own assets O Assets acquired from a third party/
funds externally
O Founding assets . O Financial endowments, contributions,
O Income from asset management ¢ donations, legacies
! O Fundraising
[J Commercial income from the sale of
services, rights and products
i O Commercial income from systematic,
entrepreneurial activity
! O Systematic inflows from outside the
foundation (private individuals, companies,
i government sources)
Methodology | [J Fund-committing i O Programmatic i O Operational
foundation: ... % ¢ foundation: ... % ¢ foundation: ... %
: {0 Direct support foundation
Duration O Indefinite

= asset-preserving foundation

- O Limited

O Preservation of wealth prescribed by law:
O The foundation is funded entirely by
returns on assets

J Consumption of assets prohibited or not
provided for in the foundation charter

O Preservation of wealth

O The foundation’s assets may only be
touched in an emergency and/or
temporarily

U dsset-consuming foundation that may also

i use its assets for its grant activities

| Asset-consuming foundation that is required
to use its assets for its grant activities

i O Limited term foundation: The founder has

i limited the duration of the foundation in

i the foundation charter

U Endowment funds within an umbrella
Sfoundation
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Creation and development
of the Swiss Foundation
Code

First edition in 2005

Authors: Philipp Egger, Karl Hofstetter, Thomas Sprecher

The need to document best practices for the Swiss foundations sector
was first addressed at the SwissFoundations’ 2003 annual conference.
It soon became clear that it would not be possible to simply apply a
code of conduct from the corporate sector to the foundations sector.
Existing regulations from the non-profit sector also proved impossible
to apply to foundations without amendment. Foundations vary so
much with respect to their situation and methodology that any rules
applying to all types of foundation would necessarily be arbitrary and
ineffective.®

In 2004, SwissFoundations commissioned a working group to
develop a code containing practical recommendations for establish-
ment and management of Swiss foundations. A broad consultation of
foundations, supervisory authorities, universities, organisations and
companies regarding the first draft was carried out in the spring of
2005. They welcomed the general direction. Suggestions were made
regarding the degree of detail, the function of executive management
and the issue of the remuneration paid to foundation board members
in particular. The Swiss Foundation Code was published in autumn
2005 as a concise, trilingual document containing 3 principles and
22 recommendations. It quickly went out of print and the slim volume
had to be reprinted on account of the strong interest in what was the
first detailed code of conduct for foundations in Europe.

3 Please refer to the foundation phenomenology section, 176 ff.
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Second edition in 2009

Authors: Philipp Egger, Martin Janssen, Thomas Sprecher

Even while work on the first edition was still ongoing, there were plans
to add commentaries to the Swiss Foundation Code at a later date, in
order to provide substantiating and practical explanations for the prin-
ciples and recommendations. The commentaries, including marginal
notes, were developed in 2007 and 2008. They indicate alternative
courses of action for specific situations, issues and problems. Like the
code itself, they were primarily aimed at founders, foundation boards,
and other people working for foundations. The code and its commen-
taries later proved inspirational for the legal practice of supervisory,
tax and court authorities.

The code was assessed and amended in places as part of work on
developing the commentaries, and 26 recommendations were added.
A targeted consultation generated numerous suggestions in the case
of the second edition too. The recommendations, particularly in the
field of finances, were added to and made more specific. Within the
recommendations, the principle of “transparency” was also elaborat-
ed upon with respect to the requirements for a foundation’s commu-
nications, and exemplified in the corresponding commentaries. The
existing structure was kept. A thematic introduction was added to
each of the four sections in order to highlight the central requirements
in each case.

The second edition of the Swiss Foundation Code was made
available on the SwissFoundations website in German, French and
English.

Third edition in 2015

Authors: Philipp Egger, Georg von Schnurbein, Thomas Sprecher

'The Swiss Foundation Code was reviewed and completely revised in
2014 and 2015. The editorial team’s work was preceded by numerous
hearings with experts, as well as representatives of foundations and
authorities, and a consultation was also carried out with respect to the
revision. Some elements had proved to be unnecessary since the second
edition was published, while others were shown in practice to require
a greater level of detail. The financial section in particular was (once
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again) completely revised and expanded in light of developments in
the preceding years.

'The third edition attached great value to the idea that asset man-
agement is a key aspect of a foundation’s activities and is just as im-
portant as its grant-making activities. The recommendation regarding
the origin of a foundation’s assets was added. The Swiss Foundation
Code argued more clearly than before for mission-based and sustain-
able investments (which are not to be confused). Foundations cannot
afford to view with indifference the question of how the funds that
they use in their grant-making activities were and are being generated.
Other areas of focus were the asset management process, definition of
the investment strategy, allocation of assets and investment manage-
ment organisation. It was emphasised that asset management is con-
ducted on a competitive basis.

Fourth edition in 2021

Authors: Philipp Egger, Georg von Schnurbein, Thomas Sprecher

The Swiss Foundation Code has once again been completely reviewed
for its fourth edition.

Once again, a working group headed by Lukas von Orelli sup-
ported the team of authors with regard to the area of asset manage-
ment. Further hearings were held with foundation experts and super-
visory representatives —in total four in Zurich, Geneva and Basel. The
revised text was finally sent out again for consultation.

The editorial team were careful that the Code did not become
too bloated in size. A fourth principle was added to the existing three-
but, recommendation 29 was eliminated and integrated into other
recommendations. Furthermore, there were numerous cuts, deletions
and linguistic sharpening.

'The following people were involved in the creation of the fourth
edition — as authors, members of the finance working group, partici-
pants in the hearings, as contributors to the consultation process and
in the project management by SwissFoundations:
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Cyril Alther: Geschiftsfihrer und Prisident, sahee foundation

Nicolas Bracher: Dr. iur. LLM. Rechtsanwalt; Geschiftsfiihrer,
Béatrice Ederer-Weber Stiftung

Hans Brunhart: Griindungsmitglied, Vereinigung liechtensteinischer gemeinniitziger
stiftungen und trusts (VLGST)

Paul Castle: Head of Communications, Syngenta Stiftung fiir nachhaltige
Landwirtschaft

Thomas Dietschweiler: Prisident, Ria & Arthur Dietschweiler Stiftung

Mohamed Handous : Juriste, Autorité cantonale de surveillance des fondations et
des institutions de prévoyance, Canton de Geneéve

Hans Rainer Kiinzle: Prof. Dr. oec. Rechtsanwalt; Stiftungsratsprisident, Green
Leaves Education Foundation

Thorsten Kleibold: Dr.; Mitglied der Geschiftsleitung, Expertenverband fiir
Wirtschaftspriifung, Steuern und Treuhand (EXPERTsuisse AG)

Claude Monnet: Président, Fondation Jean-Jacques et Felicia Lopez-Loreta pour
I’Excellence Académique

Daniela Miihlenberg-Schmitz: Prof. Dr.; Forschungsfeldleiterin Innovation &
Accounting/Auditing, Fernfachhochschule Schweiz (FFHS)




Guido Miinzel: Geschiftsleiter, Stanley Thomas Johnson Stiftung

Luzius Neubert: Dr. oec. publ.; Partner, investment consulting &
investment controlling, PPCmetrics AG

Daniel Zébeli: Prof. Dr.; Direktor Forschung und Leiter des Instituts fiir Management
und Innovation, Fernfachhochschule Schweiz (FFHS)
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Reception of the Swiss
Foundation Code*

The Swiss Foundation Code was published in 2005, and it was first
revised (with the addition of commentaries) in 2009. Following an
updated “third edition” in 2015, it is now available as an improved
version for 2021. Reception of the Swiss Foundation Code to date (i.e.
its acceptance into science and practice) has been investigated by legal
academics Professor Dr Dominique Jakob and Matthias Uhl in an
extensive study. A summary of that study’s results is provided here.

The Swiss Foundation Code is now considered Switzerland’s
main non-profit governance code, and is a self-regulation tool that is
both established and internationally renowned. Its main focus is on
grant-making foundations, and it attempts to provide decision-making
support to those responsible for them, and to encourage “good foun-
dation governance”. With respect to the institutional regulatory frame-
work, it is based on best practice and therefore voluntary self-regula-
tion by those in the sector. Its “recommendations” focus on the areas
of establishment, leadership, funding and finances, and also constitute
a systematically ordered collection with respect to transparency, a bal-
ance of powers, and effectiveness. The code therefore aims to stand-
ardise non-profit governance in the form of proven patterns of conduct
among those involved in foundations (primarily the foundation board),
however it would like to be seen more as a confidence-building meas-
ure than a set of rules that must be strictly followed, or a rigid set of
instructions. In other words, while the code and its commentaries
operate on the basis of applicable law, they are to be viewed more as
interdisciplinary than as strict legal instruments. The code does not
therefore have the quality of law. But in certain cases, where the law
is incomplete, it can fulfil a complementary function, since its recom-
mendations represent the distilled experience of good governance and
therefore offer some guidance for the obligations of those involved in
the foundations sector.

4 Dominique Jakob/Matthias Uhl, Der Swiss Foundation Code und seine
bisherige Rezeption im Stiftungswesen, AJP/PJA 2/2015, p. 279-292.
The article is based on the version printed in the 2015 Swiss Foundation Code,
and was updated for the 2021 Swiss Foundation Code.
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Experience has shown that the Swiss Foundation Code’s advisory na-
ture satisfies the sector’s widespread need for freedom in the way it
organises itself, while also offering its key decision makers a useful
guide to modern foundation governance. As a complement to the legal
and dogmatic provisions of foundations law, compliance with the
Swiss Foundation Code therefore leads to the compliant, yet practical
and flexible organisation of a foundation’s management and founda-
tion governance.

And analysis shows that the code has been “accepted” into the
foundation sector’s practices. A published decision from Zurich su-
pervisory practice shows that the code is not taken to be of decisive
importance as a matter of course. However, it is clear that its rec-
ommendations are taken seriously as a basis for argumentation. This
is also reflected in case law. In its past rulings, the Swiss Federal
Administrative Court has referred to the Swiss Foundation Code mul-
tiple times as a reference for certain comments regarding procedure
for establishing a foundation (recommendation 1). This shows that the
code now serves as an important reference for the court, and has in
this respect already achieved equivalence with legal commentary and
therefore with the rest of the academic literature. In cantonal case law
a decision stands out, in which a ruling issued by the Geneva Cantonal
Court of Appeal in 2018 uses the definitions of the 2015 Swiss
Foundation Code to determine the foundation board’s responsibil-
ity for management of the foundation’s assets and the corresponding
standards. With respect to the courts of other countries, in a ruling
from 2009 Liechtenstein’s Supreme Court discussed the code and de-
clared that the foundation board of a Liechtenstein foundation must
take recommendation 11 of the Swiss Foundation Code into consider-
ation in the event of any conflicts of interest — a remarkable ruling that
was welcomed by various authors and confirmed by the Constitutional
Court. In 2016 the Supreme Court again referred to recommendation
11 in order to determine the criteria for a conflict of interest.

Finally, it should be noted that the code has also played a role in
parliamentary initiatives. The Federal Council made reference to rec-
ommendation 7 of the Swiss Foundation Code in connection with the
interpellation “The status of foundation board members” (12.4063):
with respect to the hotly debated topic of the remuneration paid to
foundation board members, the Federal Council echoed the Swiss
Foundation Code by stating that, depending on the circumstances,

“paid professionalism” may be preferable to “honorary laymanship”.
And in its rejection of the Luginbiihl motion (09.3344) to “Increasing
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the attractiveness of Switzerland for foundations”, the Federal Council

stated in its report dated 27 February 2013 that, instead of legal meas-
ures, the “improvement of corporate governance” should “primarily be

left to the self-regulation efforts of the interested parties (such as the

2009 Swiss Foundation Code)”. The parliamentary initiative “ Swiss

foundation location. Strengthening” (14.470) also refers to the Swiss

Foundation Code in order to justify the need for appropriate remuner-
ation to competent members of bodies.

The code met with an extraordinarily broad positive reception in
the literature. Publications can be systematically divided into four cat-
egories. The first category consists of articles that deal primarily with
the code. The second comprises publications in which the code itself
and/or its individual recommendations are placed in the overall con-
text of the governance debate. In the third category, there are numer-
ous examples of essays in which the code is referred to in a specific
(legal or economic) academic context. There is a veritable wealth of
publications in the fourth category, in which reference is made to the
existence of the Swiss Foundation Code and its importance with re-
spect to the subject of self-regulation, albeit without discussing its
content or impact in any detail. On the whole, it is apparent that the
code is useful in a variety of ways for academic work, not least in order
to develop specific, practical recommendations. This brings us full
circle, so generally speaking, it should be apparent that within (legal)
academic discussions, the code offers illustrative material that is both
practical and academic, and serves as a strong source of legitimacy.

Finally, the code is often widely consulted as a decision-making
aid for foundations’ daily activities. It should be noted that this is
currently done on a relatively “selective” basis, i.e. with respect to in-
dividual recommendations. Nevertheless, some foundations are going
so far as to incorporate the Swiss Foundation Code into their statutes

—which admittedly must be done in accordance with the processes and
forms permitted by law.

From an overall perspective, there are three key levels at which
the code is mainly referenced, and accepted as a guiding influence,
within the sector. The first aspect relates to recommendation 7, which
considers the remuneration paid to foundation board members. At a
second level, the discussion revolves around recommendation 11,
which looks at regulation of conflicts of interest. The focus of the third
level is on recommendation 21 regarding a foundation’s investment
strategy — a topic that is set to become increasingly important, not least
because modern forms of support, such as venture philanthropy, im-
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pact investments, mission-based investments, or sustainable and re-
sponsible investments, have become more widespread in the founda-
tions sector.

Generally speaking, the reception of the Swiss Foundation Code
at different levels (and also occasional criticism of the code or its indi-
vidual regulations) shows that it has already become a sort of academ-
ic and practical benchmark. The concept behind it can be seen as an
important, pioneering achievement in the development of foundation
governance in Switzerland, as well as other codes, both in Switzerland
and in other countries. Thus, fifteen years after its first publication, the
code can therefore be said to have become a key reference for various
actors in the non-profit sector, and is making a valuable contribution
to promoting good governance in the foundations sector.
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An international
comparison of foundation
governance codes

Switzerland is not the only country in which efforts are underway to
improve foundation governance. Internationally, as well, many organ-
isations have already issued corresponding codes. The table below
shows a selection of them, but makes no claim to be exhaustive.

'The first column shows the region or country, and the second the
name of the organisation responsible for issuing the code in question,
plus the year in which it was founded (in brackets). Finally, the third
column shows the name of the code and the year in which its most
recent version was published, provides some information on structure
and scope, and gives the address of a website where more information
can be obtained. The number of pages in each case refers to the code’s
core. Title pages, table of contents, glossary, etc. are not included.

Example from the “transnational” section

'The European Foundation Centre was founded in 1989. The Centre
issued the “EFC Principles of Good Practice”. The current version is
from 2014. The code consists of four principles, each with a series of
“fundamentals” and “recommendations”. It is six pages long and can
be downloaded from www.efc.be.
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http://www.efc.be

Transhational

Africa East Africa Association of Grantmakers Code of Ethics, 11 guidelines, 1 page
(2003) Wwww.eaag.orga
Asia Asia Pacific Philanthropy Consortium www.asiapacificphilanthropy.org
Europe European Foundation Centre EFC (1989) EFC Principles of Good Practice (2014),
4 principles, each with fundamentals and
recommendations, 6 pages
www.efc.be
Donors and Foundations Networks in www.dafne-online.cu
Europe DAFNE (2006)
Worldwide Worldwide Initiatives for Grantmaker www.wingsweb.org
Support WINGS (2000)
Europe
Austria Verband Osterreichische Privatstiftungen www.stiftungsverband.at
1997)
Verband fiir gemeinnitziges Stiften (2020) Achtung, Stiftung! (2020)
14 recommendations, 124 pages
www.gemeinnuetzig-stiften.at
Belgium Réseau Belge de Fondations (2004) Basisverklaring van het Netwerk
(Fédération Belge des Fondations Belgische Stichtingen, 6 principles,
Philanthropiques since 9 February 2017) 1 page
www.netwerkstichtingen.be
Bulgaria Bulgarian Donors Forum (2003) Code of Ethics of the Bulgarian Donors
Forum Association, 3 fundamental values
and 10 principles, 1 page
www.dfbulgaria.org
Czech Czech Donors Forum (1996) Code of Ethics for Foundations (2004),
Republic 14 principles, 2 pages
www.donorsforum.cz
Code of Ethics for Foundations Without
Endowment (2004), 15 principles, 2 pages
www.donorsforum.cz
Finland Council of Finnish Foundations COFF Best Practice for Foundations (2006),

(1970)

guidelines on 6 subject areas, 7 pages
www.saatiopalvelu.fi
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France

Centre Francais des Fonds et Fondations

(2002)

Statuts approuves lors

de l'assemblee generale extraordinaire
du 22 juin 2015

19 articles
www.centre-francais-fondations.org

Germany

Bundesverband Deutscher Stiftungen
(1948)

Grundsiitze Guter Stiftungspraxis (2019),
20 principles in 3 subject areas, 26 pages

www.stiftungen.org

Grundsiitze Guter Verwaltung von
Treuhandstiftungen (2012), 7 subject
areas, 5 pages

www.stiftungen.org

Hungary

Hungarian Donors Forum (2006)

www.donorsforum.hu

Ireland

Philanthropy Ireland (1998)

www.philanthropy.ie

Italy

Associazione di Fondazioni e di Casse di
Risparmio Spa (1912)

Carta delle Fondazioni (2012)

www.acri.it

Netherlands

Association of Foundations in the

Netherlands (1988)

Code of Conduct (2009), 8 principles,

4 membership criteria, 6 reccommendations,
4 pages

www.verenigingvanfondsen.nl

Norway

Stiftelsesforeningen (2003)

www.stiftelsesforeningen.no

Poland

Polish Donors Forum (2004)

Standards of Operation (Donors Forum
Standards), 6 standards, 1 page

www.forumdarczyncow.pl

Academy for the Development of
Philanthropy (1998)

Standards of Operation of a Polish Local
Philanthropic Organisation (2003),
28 standards, 1 page

www.filantropia.org.pl

Portugal

Centro Portugués de Fundagoes (1993)

Cédigo de Boas Practicos de Fundagoes
(2009), values and 7 principles, 2 pages

www.cpf.org.pt

Romania

Forumul Donatorilor din Romania (1999)

www.forumuldonatorilor.ro

Russia

Russia Donors Forum (2002)

Code of Ethics for the Russia Donors
Forum (2005), 11 guidelines in 2 subject
areas, 1 page

www.donorsforum.ru

Slovakia

Slovak Donors’ Forum (2000)

Donor’s Code of Ethics (2005),

4 fundamental values and 10 principles,
2 pages

www.donorsforum.sk

Association of Slovak Community
Foundations (2003)

Standards for Community Foundations
in Slovakia (2008), 36 guidelines in

7 subject areas, 3 pages
www.asociaciakns.sk
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Spain

Asociacién Espafola de Fundaciones

(2003)

Codigo de Buen Gobierno AEF (2009),
40 articles and 9 principles, 23 pages

www.fundaciones.org

Principios (2008), guidelines in 9 subject
areas, 8 pages
www.fundaciones.org

Switzerland

SwissFoundations (2001)

Swiss Foundation Code (2021),
4 principles, 28 recommendations, 173 pages
www.swissfoundations.ch

Turkey

Third Sector Foundation of Turkey (1993)

www.tusev.org.tr

Ukraine

Ukrainian Grantmakers Forum (2005)

Ethics Code, 9 guidelines, 1 page

www.donorsforum.org.ua

UK

Association of Charitable Foundations

(2005)

Drivers and Principles of Good Impact
Practice (2013), 4 drivers and 4 principles,
5 pages

www.acf.org.uk

Good Practice Guide for Corporate
Foundations (2016), 69 pages

www.acf.org.uk

Community Foundation Network (1991)

www.communityfoundations.org.uk

North America

California

Northern California Grantmakers (1965)

WWW.NCZ.0rg

Canada

Community Foundations of Canada (1992)

Principles for Community Foundations,
10 principles, 1 page
www.cfc-fee.ca

Imagine Canada (2005)

Ethical Code Handbook (2011),

33 principles in 3 subject areas, 6 pages
Standards Program for Canada’s Charities
and Nonprofits (2012), 5 subject areas,

73 standards, 11 pages

www.imaginecanada.ca

Philanthropic Foundations Canada (1999)

Statement of Values and Ethical
Principles, 6 principles, 1 page

Good Governance. A Guide for Canadian
Foundations (2013)

www.pfec.ca

lllinois

Donors Forum of Chicago (1974)

Illinois Nonprofit Principles and Best
Practices (2008), 10 principles and
guidelines in 5 subject areas, 7 pages

www.donorsforum.org
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Minnesota

Minnesota Council on Foundations (1969)

Principles for Grantmakers & Practice
Options for Philanthropic Organiza-
tions (2009), 8 principles with practice
options, 25 pages

www.mcf.org

New York

Philanthropy New York (1979)

Principles for Good Governance and
Ethical Practices, 33 principles with
detailed explanations in 4 subject areas,
21 pages
www.philanthropynewyork.org

USA

Council on Foundations (1949)

www.cof.org

Washington

Washington Regional Association of
Grantmakers (1992)

Statement of Principles, 5 principles,

1 page
www.washingtongrantmakers.org

Other countries

Argentina

Grupo de Fundaciones y Empresas (1995)

Valores y Principios Institucionales,
14 principles, 1 page
www.gdfe.org.ar

Australia

Philanthropy Australia (1987)

Code of Practice, 3 principles,
recommendations in 2 areas, 3 pages

www.philanthropy.org.au

Brazil

Group of Institutes, Foundations and
Enterprises (1995)

Code of Ethics, 20 guidelines, 1 page
www.gife.org.br

China

NPO Information Center & China Youth
Development (2008)

China’s Public Welfare NPO Guidelines
for Self-Regulation, 9 sections

Foundation Transparency Index online,
60 indicators divided into 4 categories
ftien.foundationcenter.org.cn

Mexico

Centro Mexicano para la Filantropia
CEMEFT (1988)

www.cemefi.or,
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Foundation Glossary

- Reference to another term in the Foundations’ Glossary
« Cross-reference to synonymous terms for which no explanation is given.

Active « Passive investment
investment Active and passive investments are part of the » execution of the investment strategy.
A choice must be made between the different — assez c/asses when defining the investment

strategy. Rules must be specified for execution, i.e. the specific selection of individual
securities, in order to reduce costs.

Administrative - Administrative expenditure
costs

Administrative  « Administrative costs
expenditure « Central services
<« Owerbeads
Expenditure incurred to ensure the foundation’s ability to operate at an administrative
level not related to specific support activities (basic functions of the operational
organisation). These costs persist, at least in the medium term, if a support activity or
project is discontinued. Added to - direct project expenditure to give the —»
Jfoundation expenditure.
- Expenditure

Advisory board A - foundation body or - foundation panel separate from the - foundation board. Unlike a
- committee, its members generally do not consist (exclusively) of foundation board
members. They have a purely advisory function.

Advocacy Activities to influence the political system in favour of third parties, as opposed
to lobbying for one’s own interests. In the case of foundations, often complementary
measures to the actual funding activity, e.g. through dialogue events, studies or

workshops. Political engagement as the main purpose of the foundation contravenes
- non-profit status.

Agenda items Items on the meeting agenda.
Alternative Cash assets, risk-free or low-risk bonds, and listed shares are referred to as -
investments standard investments. Investments in junk bonds, private equity, hedge funds, commodities,

real estate, insurance risks and other risks are known as “alternative” investments.
Foundations should not invest in alternative investments without theory-based, profes-
sional investment expertise.

Annual report — Financial statements

Application of Handling of the funds available to the foundation to fulfil its purpose.
funds - Prompt application of funds

Area of activity - Programme of grants
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Asset
accumulation

The excessive accumulation of the » foundation assets or available funds due to insufficient
utilisation, which is not commensurate with any future - expense. In accordance with
circular no. 12 issued by the Swiss Federal Tax Administration on 8 July 1994, a foundation
that accumulates assets independently of its - purpose has no entitlement to -+
tax exemption.

- Distribution requirement

- Timely application of funds

Asset
allocation

« Asset investment
Refers to the specific chosen investment.

Asset and + Finance management

Liability Comprises implementation of the principles and objectives set out in the — investment

management policy and — investment strategy, as well as the associated, short-term investment decisions,
taking liquidity requirements into account.

Asset class The investment universe with typical return and risk properties is divided into “asset
classes”, which depend on the investment purpose, the volume of the assets and
other factors. Asset classes are typically divided into liquidity, bonds denominated in a
domestic currency, bonds denominated in a foreign currency, domestic shares and
foreign shares. Many portfolios also subdivide foreign shares into European, North
American, Japanese, Pacific shares and shares in emerging markets. Real estate,
commodities, private equity, hedge funds and other “exotic” asset classes are referred
to as — alternative investments or alternative asset classes.

Asset- A type of foundation that is not regulated by law but has arisen in practice, in which

consuming the = founder requires or allows the » foundation board to use some or all of the

foundation - foundation assets (and not just the income they generate) in pursuit of the foundation
purpose. This releases the foundation board from its fundamental obligation to
preserve the foundation assets over time. Once the assets have been used up, and there
is no prospect of the foundation receiving new assets, it is no longer able to achieve
its purpose and must usually be dissolved.

- Foundation phenomenology section, 126 ff.
- Preservation of wealth

Asset « Asset allocation

investment Refers to a specific chosen investment.

Asset Management of the » foundation assets as — efficiently as possible in pursuit of the

management - foundation purpose.

Asset Implementation of an —+ investment strategy and maintenance of a specific portfolio incur

management tangible and latent expenditure (such as market impact costs in the case of large-scale

expenditure transactions), which need to be minimised.

Asset - Preservation of wealth

preservation

Asset- Unlike a - /imited term foundation, an asset-preserving foundation pursues two

preserving objectives; in addition to implementing the foundation purpose, the preservation of the

foundation foundation’s assets. In the case of asset-preserving foundations, the amount of funding

granted in the medium and long term depends on the yield position.
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Assets

- Foundation assets

Auditor

Foundations are required by law to choose an external auditor, who must satisfy the
legislative provisions regarding impartiality and possesses the required competencies.
The supervisory authority may release the foundation from this audit requirement
if of the balance sheet total has been less than CHF 200,000 over the past two years,
the foundation is not issuing any public appeals for » donations or other - financial
endowment, and an audit is not required in order to make a reliable assessment of the
foundation’s net assets and results of operations. From the perspective of the principle
of checks and balances, however, the exemption from the audit obligation should be applied
for or granted very cautiously.

The auditor reviews the foundation’s accounts each year and prepare a report for the
foundation board. The audit mandate is to be limited to the minimum required by law.

Available funds

The portion of the » foundation assets that is immediately available for the implementation
of the - foundation purpose in accordance with the = foundation charter.

Balance sheet

— Foundation balance sheet

Bank clients’ A foundation that is mainly endowed using bank clients’ funds. Some banks offer
foundation their clients individual or collective foundation vehicles, which they can use to pursue
their own interests.
- Bank foundation
- Bank owners’ foundation
- Bankers’ foundation
Bank A conventional, charitable foundation in accordance with Art. 80 ff. Swiss Civil
foundation Code (ZGB) which, as a specific type of corporate foundation, has a particularly close
personal, organizational or institutional link to a bank (foundation establishment,
naming, origin of funds, foundation management, asset management, acquisition of
funds, communications, etc.). A distinction is made between three different types,
although in practice they usually overlap. All three raise fundamental questions
regarding balancing of the foundation’s interests with those of the bank:
- Bank clients’ foundation
- Bank owners’ foundation
- Bankers’ foundation
Bank owners’ A grant-making foundation established by a bank and endowed from its assets, i.e. equity.
foundation The bank is the founder from a legal perspective, while for economic purposes the
bank’s owners are the founders.
- Bank clients’ foundation
- Bank foundation
- Bankers’ foundation
Bankers’ A grant-making foundation that is privately established by philanthropically minded
foundation bankers and endowed using some of their personal assets.

- Bank clients’ foundation
- Bank foundation
- Bank owners’ foundation
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Bank-related - Bank foundation
foundation
Benchmark A standard of comparison (such as an index) that is used to measure investment
performance or also effectiveness of the foundation’s grants.
Beneficiaries > Stakeholder
‘The most important target group for foundations, and the recipients of - grant benefits.
Beneficiaries may be either direct recipients of benefits (grant recipients), or - intermediaries
who generate the benefit that the foundation is seeking to provide by providing services
to third parties.
Benefit — Grant contract
agreement
Budget Used to plan income and expenditure.
planning
Business - Regulations
regulations
Central - Administrative expenditure
services
Change of May be implemented at the request of the = foundation board or the —» founder, or ex
purpose officio by the —» foundation supervisory authority. Art. 86a Swiss Civil Code (ZGB) allows
the founder to reserve the right to amend the purpose in the » foundation charter.
— Foundation establishment
Charitable A foundation that is its own legal entity (“personified special-purpose assets”) that acts
foundation in the interests of the common good and not for its own benefit. Charitable foundations
generally have - zax exemption.
— Charitable status
- Foundation phenomenology section, 126 ff.
Charitable Acting in the interests of the common good rather than one’s own benefit; proof of
status charitable status is one of the requirements for - zax exemption.
- Charitable foundation
Checks and These are mutual controls (checks) by various bodies in order to establish a system of
balances partial equilibria (balances) that is conducive to success. This requires a system of
separation of powers. The principle of checks and balances is one of the four that need to
be taken into consideration for all foundation activities. The other three are effective
implementation of the foundation purpose, transparency and social responsibility.
Church A foundation that is supervised by a church instead of the government. This also differs
foundation from a — charitable foundation in that pursues religious rather than charitable purposes.

- Foundation phenomenology section, 126 ff.
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Civil society

The concept of an active, civil society that develops social and political activities in
communities, neighbourhoods and local associations on the basis of personal initiative
and responsibility. Its evolution and development depend to a large extent on the
conduct of businesses (corporate citizenship) and the measures implemented by the state
(framework conditions).

The activities of civil society are distinct from those of the government. This aspect
is less pronounced in Switzerland, where the divide between citizens and the
state is less than in almost every other country on account of the country’s participatory
approach and direct democracy. Here, the term “civil society” is largely synonymous
with the term population.

Collective
pension fund

Companies that do not want to establish their own employee benefit foundation may join
a collective pension fund. It is mainly small and medium-sized enterprises that take
advantage of this. Collective pension funds are usually run by banks, insurance providers,
employers’ associations or trust companies.

- Foundation phenomenology section, 126 ff.

Commercial
register

The key information regarding charitable foundations must be entered into the
commercial register, such as the names and signing authorities of all » foundation board
members and the » auditor. The registration and the prior verification of the relevant
information are carried out by the Commercial Register Office in the canton of the foun-
dation’s legal domicile. The cantons’ entries are then approved by the Federal Commer-
cial Registry Office and published in the Swiss Official Gazette of Commerce (SOGC).
Anyone can view the information contained in the commercial register, free of charge.

It can also be viewed online via the Central Business Names Index (www.zefix.ch).
Extracts from the commercial register can be ordered from the cantons” Commercial
Registries.

Committee

A task-specific panel, comprising several members of the  foundation board or other
- foundation bodies. Responsible for preparation, implementation or monitoring,

but can also have its own decision-making authorities via delegation. Presidential,
grant and finance committees are common forms.

Community
foundation

A community foundation is used to finance and support charitable organisations and
projects within a defined geographical area (such as a city or region). Donations are
collected from residents and local companies. In organisational terms, a community
foundation’s board is subordinate to a founders’ assembly in which all donors

have a voice. This type of foundation is uncommon in Switzerland. In some, rare cases,
community foundations exist as a complement to municipal institutions, and the
founders’ assembly comprises all the citizens in the municipality.

Company
foundation

- Company-holding
A foundation that is responsible for operation of a company
(direct-support foundation or supporting foundation), or that holds a significant investment
in a company (company-holding foundation). One particular feature of a company
foundation is its (direct or indirect) business activity. The - foundation purpose may be
charitable or commercial in nature, or a combination of the two.
- Foundation phenomenology section, 126 ft.
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Company- Either exercises a significant influence on a (for-profit or not-for-profit) company as a

affiliated - company foundation or, conversely, is controlled by a company as a - corporate foundation.

foundation

Company- - Company foundation

holding

foundation

Compensation - Systemic risks

for risk - Unsystemic risks
Certain - risks (“systemic” risks) are compensated by the » financial markets: On average,
greater risks translate into higher expected income over time. “Unsystemic risks”
(e.g. investing with a deadline, or in a currency, that is not aligned with the financing
requirements, or in a poorly diversified share portfolio) are not associated with
higher expected income, and should therefore be avoided.

Compensation  « Honorary status

of foundation < Fee

board > Salary

members Some tax authorities require members of a foundation’s board to have honorary status,
without any discernible justification or legal basis, to ensure the foundation’s »
tax exemption. It is, however, possible for members of the - foundation board to receive
appropriate remuneration if the foundation’s funds allow it. The remuneration should
be based on each board member’s duties, authority, experience and performance, as well
as the foundation’s funds, and varies between the market prices for the services to be
rendered and symbolic remuneration. In practice, many foundation board members work
on an entirely or partly honorary basis. However, this should not be at the expense of
professionalism.

Competitive A competitive solution — for example in the field of asset and liability management —

solution is when the costs and quality of individual activities correspond to those on the market.
The aim is not to pay for a particular service, with a certain standard of quality, at a
higher price than as available on the market.

Comply or The statutory framework is the highest level for the binding nature of regulatory systems.

explain The second-highest level is the principle of “comply or explain”, according to which a
rule should generally be followed, and anyone who does not do so must provide a reason.
The third and final level consists of recommendations, such as the Swiss Foundation Code.

Concordat - Foundation supervisory authority

Conflict of Arises if a decision maker at the foundation is unable to perform their duties with respect

interests to a particular matter impartially to their own interests or the interests of their employer.

A conflict of interests usually also arises if management and control, i.e. the execution of
an activity and its oversight, are carried out by the same person. The principle of

- dealing at arm’s length generally applies. If they cannot be avoided, conflicts of interest
should be disclosed and their consequences should be mitigated by abstaining from
votes, or not even taking parts in discussions. A member may even be excluded in the
case of permanent conflicts of interest.

- Self-dealing
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Contract of
inheritance

Foundations can be established by means of a contract of inheritance, in which the
parties enter into a voluntary and binding agreement regarding disposal of inheritance
claims. The formal requirements are to be necessarily observed with all inheritance
matters. While a will and testament can be unilaterally amended or supplemented at any
time, this is no longer possible in the case of a contract of inheritance.

- Inheritance foundation

- Legacy

- Will and testament

Contribution

Collective term for —» donations, - subsequent endowments and — financial endowments.
None of these terms are specified by law. They refer to third parties’ voluntary transfers
of assets to the foundation. All contributions can be tied to conditions and covenants,
that the contribution must be preserved, for example, or, conversely, that it must or may
be used for implementation of the foundation purpose. The foundation can, or indeed
must, reject a contribution if it is not able to fulfil the covenants associated with it, if the
burden of the covenants outweighs the value of the contribution, or if the contribution
stems from legally or ethically questionable origins.

Controlling
of the asset
result

- Investment controlling

Controlling

- Investment controlling

of the
investment
result
Cooperation « Partnership
Collaboration with other organisations with the aim of achieving a stronger impact and
synergy effects by acting in concert.
- Merger
- Public-Private Partnership
Corporate « Company-affiliated foundation
foundation A - charitable foundation established by a company, often as part of its social commit-
ments, in such a way that it forms part of its corporate social responsibility strategy.
While a corporate foundation is an independent legal entity, in reality it often has very
close links with the company. It is endowed once, several times or every year by the
founding company, and representatives of the company sit on the foundation board
ex officio. A corporate foundation’s dependence on the company imposes special
requirements on it in terms of corporate governance.
- Company foundation
Corporate A business model concept for companies that incorporate social and ecological concerns
Social into their activities as part of their responsibility towards society. To this end, many
Responsibility companies also establish — charitable foundations in the form of — corporate foundations.
(CSR)
Cost centre Links the cost categories incurred (personnel costs, material costs, etc.) with the
accounting originating cost centres. This provides insight into the performance relationships within

the organisation to improve efficiency in the foundation.
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Cost-benefit
analysis

An attempt to value the positive and negative effects (= outcome) of the spectrum of
grants awarded by foundations on the social environment (external effects) in monetary
terms, in addition to the microeconomic costs and returns for individual investments.

Crypto
foundation

A foundation that primarily provides a service based on the development and implemen-
tation of a blockchain technology. Such foundations are often financed by issuing a
cryptocurrency. Crypto foundations are generally not charitable.

Dealing at
arm’s length

The principle that business dealings with affiliated or related parties should be conducted
as they would be when dealing with totally independent parties. This principle applies

to transactions involving the foundation, members of the foundation board and
management.

- Conflicts of interest

Dependent
foundation

> Endowment funds

« Foundation fund

A foundation is considered dependent if it is not a separate legal entity. From a legal
perspective, it is not a foundation at all. Dependent foundations are often established
in the form of - financial endowments — usually when the volume of available assets

is too small to establish a stand-alone foundation. The assets are ring fenced for a purpose
specified by the "founder". If applicable this should be consistent with the purpose of

the foundation where the dependent foundation is being set up. - Umbrella foundations in

particular offer a framework for the establishment of dependent foundations.
- Fund

- Foundation phenomenology section, 126 ff.

Direct project
expenditure

« Project expenditure

Internal preparation, management, support, monitoring and evaluation costs incurred by
a foundation in connection with grant-making activities; expenditure incurred in
relation to —» beneficiaries or in the foundation’s target field. It may be directly and clearly
attributable to grant-making in general, or to a specific project. As soon as the activity

in question is discontinued, these costs cease immediately. Direct project expenditure
include laying the groundwork for decisions (development of a grant-making strategy,

project selection, project acquisition) and an - gperational foundation activity.
- Expenditure

Direct project

> Distribution

funding « Project expenditure
Grants in the form of direct contributions to supported projects, often also referred to as
"distributions".
Direct support - Company foundation
foundation
Dissolution

A foundation can only be dissolved (at the request of the foundation board) by the

- foundation supervisory authority if either the pursuit of the » foundation purpose has

become objectively impossible (= change of purpose), or the foundation no longer has
sufficient - assets to pursue its purpose. The - foundation supervisory authority can also
dissolve foundations for other reasons, such as inadequate organisation.

Distribution

- Direct project funding

217



Distribution Unlike in the US, where foundations are required by law to pay out 5% of their (liquid)
requirement foundation assets each year, Switzerland does not impose any legal requirements to
utilise a particular quota each year. However, the accumulation of assets is prohibited.
Foundations that only accumulate funds for a long time instead of utilising them are
deemed to be acting in their own interests, which is prohibited by foundation law.
This also has consequences for tax purposes, because foundations that without cause fail
to carry out any grant-giving activities for a long period of time, can no longer be
exempt from tax. This does not apply if the foundation is only able to pursue its purpose
by accumulating assets, for example because the purpose cannot be pursued for a certain
time, or because larger-scale projects are being pursued, which need the accumulation of
assets over several years.
- Timely application of funds
Diversification;  Spreading the foundation’s assets between several - assez c/asses, and within each asset
diversifying class amongst many different individual investments. This mitigates unsystematic - riss,
which are not compensated on capital markets.
Donation A gift given for a specific purpose or a voluntary - contribution to the foundation.
- Financial endowment
Donation- Designed to receive the financial resources required to fulfil its - purpose, starting from
funded a small volume of - foundation assets at its establishment, through active fundraising and
foundation - financial endowments. A donation-funded foundation may become a - grant-making
foundation on account of the accumulation of funds.
- Foundation phenomenology section, 126 fF.
Dormant - Inactive foundation
foundation
Effective, Doing the “right things”, and in so doing achieving the intended — impact in accordance
effectiveness with the applicable strategy.
Efficient, “Economical”; doing things “right”. Efficiency refers to the relationship between outlay
efficiency and - impact. If a particular result is achieved with the least possible outlay or, equally,
a given outlay produces the most significant results, this is known as an efficient,
or economical performance.
Employee  BVG foundation
benefit « Pension fund foundation
foundation Employee benefit foundations (EBFs) or pension fund foundations are special legal

structures that govern vocational (occupational) old-age, survivors’ and disability
pensions insurance. EBFs are the second pillar in Switzerland’s three-pillar social
security concept, and their main purpose is to make sure employees receive an
adequate income after retirement. The number of EBFs has fallen steadily in recent years
as a result of » mergers or changes in legal structure. Although EBFs may apply for

- tax exemption, they are not generally considered to be a form of - charitable foundation,
since their - assets are exclusively for the benefit of those who have paid into the
foundation.

- Collective pension fund

- Foundation phenomenology section, 126 ff.
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Endowment

The — founder’s obligation to transfer assets to an established foundation. Once the
foundation has been established, these constitute the - foundation assets and belong to
the foundation. The endowment assets generally stem from the founder’s own assets,
but may also be from third parties.

Endowment - Dependent foundation
funds
ESG criteria The criteria for sustainable investment (environmental, social and governance).

The environmental, social and governance criteria are the three main areas that are taken
into consideration as key factors for determining the sustainability of investments.
— Sustainable investment

Establishment

- Foundation establishment

Evaluation

The necessary monitoring and review processes of grant-making activities in order to
assess a foundation’s - effectiveness. The outcome or success is determined by measuring
results and identifying the — zarget achievement based on defined parameters and indica-
tors. The evaluation may relate to the organisation, individual bodies, projects or
processes to which grants have been awarded.

- Sponsorship agreement

Execution
of the
investment
strategy

Execution of the —» investment strategy involves implementing x% liquidity, y% - low-risk
bonds and 2% ~— diversified shares with concrete securities and/or index investments.

Executive
management

An organisational unit reporting directly to the - foundation board that is responsible

for the foundation’s operational management. This unit prepares the foundation board’s
decisions and implements its resolutions. It is advisable to have a clear separation of
duties between the foundation board and executive management, along the lines of strategic
and operational management tasks. The Swiss Foundation Code contains principles

for collaboration between the two bodies. In the case of small foundations, the entire
foundation board or a + committee may serve as the executive management, although

in this case a system of = checks and balances must be ensured.

Expected
returnon
investment

With the exception of interest on government investments, the returns from financial
instruments and also entire portfolios are uncertain. It is, however, possible to form an
opinion of the expected returns from financial instruments or entire portfolios, based

in no small part on statistical analyses.
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Expenditure

< Project expenditure
Refers to all costs incurred during a particular period. In the case of grant-making
foundations, based on the application of - Swiss GAAP FER 21, expenditure can be
divided into two categories: the use of financial resources or contributions in kind
during the course of the foundation’s activities.

An approach based on the foundation’s overall » grant benefits distinguishes between

- administrative expenses and - grant expenditure, which can itself be broken down
into - direct project funding (subsidies) and the — direct project expenditure (the foundation’s
internal preparation and monitoring costs).

A perspective based on operating costs distinguishes between - direct project funding
and the - foundation expenditure, which is itself made up of - administrative expenditure
and — direct project expenditure.

Expenditure Part of the —» financial statements.
report
Family In the case of family foundations, the — beneficiaries are limited to family members.
foundation Family foundations differ from — charitable foundations since no entry in the commercial
register is required, and they are not subject to government regulation either. Family
foundations do not enjoy — zax exemption in Switzerland. On the contrary, they suffer
from significant tax-related disadvantages, which, combined with their other draw-
backs, means that virtually no family foundations are established nowadays. Art. 335
Swiss Civil Code (ZGB) states that the amounts issued by a family foundation
must be tied to a particular need (training, economic hardship). Benefits that merely
serve as upkeep for family members are not permitted.
- Foundation phenomenology section, 126 ff.
Fee - Compensation paid to foundation board members or third parties for services rendered.
- Salary
Finance - Asset and liability management
management
Financial > Subsequent endowment
endowment The transfer of assets to an existing foundation. If this is done by the founder it is often
referred to as a = subsequent endowment, while in the case of third parties it is called a
- financial endowment. Under German law, a donation must be used for the foundation
purpose within a reasonable period of time, while a financial endowment is intended
to increase the foundation’s endowment capital. Swiss law does not make any such
distinction. Donations tend to be lower in value, and subsequent endowments or
financial endowments higher.
- Contribution
— Donation
Financial All of a foundation’s activities relating to its finances. These include management of the
management foundation’s assets as part of the - investment process.
Financial The totality of institutions involved in - assez management (banks, stock markets, clearing
market houses, etc.).
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Financial

< Annual report

statements The financial statements consist of the annual accounts, notes, and —» expenditure report.
They are based on the recommendations of » Swiss GAAP FER (including Swiss GAAP
FER 21) and/or comparable international standards.

Fixed-interest Bonds and fixed-term deposits.

investment

Fluctuation
reserve

- Value fluctuation reserve

Foundation
assets

> Foundation capital, founding assets; founding capital. The law refers to “assets”.
Comprises all the assets of a foundation. The law makes no distinction between endowed
assets and later additions (as a result of » donations, » financial endowments, income etc.).
In the - foundation charter, the founder should specify whether the foundation’s assets are
to be ring fenced (restriction to appropriation of income), or whether consumption of
the foundation’s assets is possible or even required.

— Limited term foundation

- Preservation of wealth

Foundation
balance sheet

« Balance sheet
A foundation’s balance sheet shows its —» investments on the assets side. On the liabilities
side, the Foundation’s funding commitments, other obligations and own funds are listed.

Foundation
board

A foundation’s ultimate governance and control body, with responsibilities that cannot
be delegated. The size and composition of the foundation board are specified in the
- foundation charter.

Foundation
body

The bodies prescribed by law are the highest foundation body (the - foundation board)
and the —+ auditor. The —» foundation charter, » foundation regulations or — foundation board
may also specify other bodies, such as — executive management or - advisory boards.

The foundation bodies required by law are to be entered into the commercial register and
are liable under foundation law.

Foundation
capital

- Foundation assets

Foundation
charter

The - founder uses the foundation charter to specify the » foundation purpose and its
- assets. In order to ensure that the foundation is able to develop and give the - foundation
board a certain degree of freedom, it is advisable to include only that which is strictly
necessary in the foundation charter, and to specify any other provisions using one or more
- foundation regulations or - foundation guidelines.

Foundation
culture

The totality of the values and norms shared by members of the foundation and expressed
through their conduct. Develops informally through interactions, but can also be actively
managed.
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Foundation
establishment

> Establishment

- Charitable foundations are established by means of their entry into the » commercial
register following public notarisation of their » foundation charter. Before a foundation is
established, the foundation charter and - foundation regulations should be reviewed by
the - foundation supervisory authority, the tax authorities (= tax exemption) and the
commercial registry. The - founder must state in the foundation charter which assets he/
she
wants to dedicate to which purpose. The - foundation charter or a » foundation regulation
should also specify the foundation’s name and organisation. A foundation can be
established in less than a week. However, it can take longer to clarify whether the
foundation will be tax exempt.

- Change of purpose

- Inheritance foundations are a special case.

Foundation « Operating expenditure

expenditure ‘The sum of » administrative expenditure and — direct project expenditure reflects the
operating expenditure (excluding securities-related expenditure).

Foundation - Dependent foundation

fund

Foundation The totality of the principles designed to protect the interests of the founder,

governance the beneficiaries and other stakeholder groups, which aim to achieve effective implemen-
tation of the foundation purpose, a suitable balance between management, control
and adequate transparency, under reservation of the interpretative and decision-making
abilities of the foundation board. The principles of foundation governance for

- grant-making foundations are set out in the Swiss Foundation Code.
- Governance

Foundation Consists of Articles 80—89a Swiss Civil Code (ZGB) in particular. The most recent,

law partial revision entered into force on 1 January 2006. Later amendments relate to
financial reporting and auditing.

Foundation The structured and deliberate performance of work at the three management levels of

management - foundation policy, - foundation strategy and grant-making activities. The goal is to
achieve integrated management, i.e. a logical, coordinated and transparent deci-
sion-making process at all three levels.

Foundation - Foundation body.

panel

Foundation « Grant policy

policy « Policy

Provides the normative framework for all the foundation’s activities. The foundation
policy decisions that are valid in the long term include the - foundation purpose,

the vision, the key cornerstones and the organisational conditions, as well as the guiding
principles and the Ethical Code of Conduct. They cannot be implemented directly
themselves, and must be specified, i.e. applied to particular situations. The foundation
policy is superordinate to the » foundation strategy, which is itself superordinate to

the grant-making itself. The foundation policy is summarised and communicated in the
form of » guiding principles.
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Foundation
purpose

Defines the foundation’s tasks and objectives. This also determines the nature of the

- beneficiaries and the field in which - grant services are to be provided. Art. 86a (1)
Swiss Civil Code (ZGB) allows the - founder to reserve the right to amend the purpose
in the - foundation charter. A — change of purpose may be implemented at the founder’s
request, provided at least ten years have passed since the foundation was established, or
the purpose was most recently changed. The new purpose must also be charitable for
charitable foundations. Changes of purpose are enacted by the = foundation supervisory
authority.

Foundation
regulations

- Regulations
Regulates everything that does not need to be in the — foundation charter, particularly
relating to the foundation’s organisation. Foundation regulations can be issued,
amended and revoked by the - foundation board in accordance with the provisions of the
foundation charter. In addition to - Business regulations other regulations are possible,
e.g. grant-giving regulations, remuneration regulations, - investment regulations or staft
regulations. The » foundation supervisory authority must be notified of regulations and
amendments to regulations, which is not the case for subordinate provisions (“guidelines”).

- Business regulations

- Grant-making regulations

- Guidelines

— Investment regulations

Foundation
size

« Large foundations

> Medium-sized foundations
> Small foundations

Classification based on the volume of a - foundation’s assets: Small foundations (assets up to
CHF 10 million), medium-sized foundations (CHF 10—-50 million), large foundations
(over CHF 50 million). This only includes liquid assets (investments), and not assets

that are illiquid and inalienable.

Foundation
statutes

This term is often used colloquially (and due to the influence of society and company law)
to refer to the - foundation charter.

Foundation
strategy

« Grant strategy

> Strategy

A foundation’s strategy is the link between its » po/icy and its operating grant-making
activities. It specifies and fleshes out the framework of the foundation policy, for example
by specifying areas of activity or support priorities (= grant programme), the allocation

of resources, or the provision of expertise.

Foundation
supervisory
authority

« Concordat

« Foundation concordat

> Supervisory concordat

A government institution that monitors foundations’ compliance with statutory
provisions and also provides advice to - founders and foundations. Foundations may be
supervised at municipal, cantonal or federal levels. This is usually determined on the
basis of the location and the reach of the foundation’s activities.
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Founder

A foundation can be established by any adult, natural person, or legal entity, such as

a company, association, or public law corporation. Multiple persons may act as founders.
A fiduciary founder may also be used if the “real” or “economic” founder does not
want to be listed formally as the founder. This also means that the assets endowed to the
foundation need not necessarily stem from the person acting as the (formal) founder.

- Endowment

Founder’s
rights

Rights that the founder may reserve for him/herself (or a third party) in the foundation
charter when the foundation is established, such as a right pursuant to Art. 86a Swiss
Civil Code (ZGB), or the right to appoint members of the foundation board.

Functional
transparency

Transparency of the foundation, which is based on the “entitlement” of the public and
the - stakeholders. It is based around opacity and transparency for transparency’s sake.

Fund

Often used to mean the same as a - dependent foundation. Frequently used to refer

to gratuitous but purpose specific donations (no own legal form) from private sources to
public agencies (federal government, cantons, municipalities), such as a school district’s
travel fund.

- Foundation phenomenology section, 126 ff.

Governance

Rules and principles for management and control of an organisation. In a foundation
the focus is on the relationships between the — foundation board and the other — founda-
tion bodies and — foundation panels, as well as the various internal and external —» szakehold-
er groups.

- Foundation governance

Grant benefits

Services provided to - beneficiaries in pursuit of the » foundation purpose. They are
not limited to commitment of financial resources, but also include strategic, supervisory
and evaluation measures. A grant-making foundation may run its own projects or
programmes as an - operational foundation.

- Grant expenditure

Grant contract  « Benefit agreement
Agreement between the foundation and the » beneficiary regarding the grant form:
milestones, content, targets, finances, parameters, reporting, etc. The grant contract
serves as the basis for the project partnership.
- Evaluation
Grantcriteria - Grant guidelines
Grant Total of » direct project funding and — direct project expenditure; corresponds to a
expenditure foundation’s - grant benefits.
- Expenditure
Grant « Grant criteria

guidelines

Contain ethical, substantive and formal principles, on the basis of which the foundation
provides its —» grant benefits. Grant guidelines must be suited to the + foundation purpose
but can also limit it temporarily or in certain situations in order to set grant priorities

(= programme of grants). Grant guidelines are made available to the — stakeholder groups.

Grant impact

- Impact
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Grant policy

- Foundation policy

Grant priority

- Programme of grants

Grant recipient

A general term for recipients of grants.
- Beneficiary

— Intermediaries

Grant - Foundation regulation
regulations - Grant guidelines
Grant strategy - Foundation strategy

Grant-making
foundation

A > charitable foundation that is not reliant on donations or contributions to its founding
capital in order to fund its activities because it has its own assets, and finances its
grant activities with the income they generate (or using the assets themselves in the case
of a limited term foundation).
- Foundation phenomenology section, 126 ff.
- Traditional foundation

Guideline

> Foundation guideline

> Regulations
Regulates matters that are equivalent for legal purposes to foundation board resolutions.
Unlike - foundation regulations, a guideline is a flexible provision that does not need
to be reported to the supervisory authority.

Guiding
principles

Based on the — foundation charter and the » foundation policy, the guiding principles
contain the objectives, guidelines and principles for the foundation’s actions and conduct.
It also contains normative statements regarding the foundation’s dealings with - grant
recipients, — stakeholders, employees, cooperation and other partners, as well as regarding
the foundation’s self-image. The guiding principles must be periodically reviewed and

updated.
Honorary - Compensation of foundation board members
status
ICS ~ Internal Control System
Impact - Effectiveness
Impact « Grant impact

Refers to - target achievement of the foundation’s impact targets (outcome). An attempt
is made to achieve the best possible relationship between the foundation’s activities and
the resources used in the process. This has less to do with the success of certain -
grant services, but is more concerned with overall implementation of the + foundation
purpose and/or — policy.
- Effectiveness
- Efficiency
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Impact logic

Formulation of the connections between the means and activities of the foundation and
the expected consequences in society (= Outcome). The theory of change is often
described with the help of a logic framework in which input, activities, output and
outcome are related.

Impact Systematic review of the impact of funding activities based on = impact logic and using

measurement standardised methods, e.g. cost-benefit analysis or social return on investment (SROI).

Impact targets - Outcome

Inactive «— Dormant foundation

foundation A foundation that has largely discontinued its grant-making activities. Sometimes also
referred to as a "dormant foundation". There may be valid reasons for temporary
inactivity. Permanently inactive foundations, on the other hand, are unacceptable and
must be made part of a new solution.

Inheritance An inheritance foundation is a foundation established on the basis of testamentary

foundation dispositions (will and testament or contract of inheritance). It is only established after
the = founder is deceased. The establishment of an inheritance foundation is generally
inadvisable. The —+ founder is unable to follow or influence the development of an inheritance
foundation, or respond to any questions in the event of omissions or ambiguities.

Initial Also referred to as - start-up financing

financing - Knock-on financing

Innovation Foundations have a responsibility to promote innovation because they can take greater

function, risks than companies or governments, because they can pursue more long-term agendas

promotion of without the need to take short-term maximising or legislative periods into consideration,

innovation and because they are in principle independent of —+ szakeholder groups.

Interest group - Stakeholder groups

Intermediaries - Beneficiaries who use the funds they receive to make payments or provide services to
third parties on behalf of the foundation.

- Grant recipients

Internal Since 1 January 2008, all “economically significant foundations” must subject themselves

Control to a “full audit” which examines the conducting of the accounts and checks the existence

System (ICS) of an internal control system. Foundations are deemed to be “economically significant” if
they exceed two of the three size criteria (total assets of CHF 10 million, turnover of
CHF 20 million, 50 full-time employment positions on average over the year) in two
consecutive financial years.

Investment « Controlling of the asset result

controlling

« Controlling of the investment result

The investment result is checked against the —» investment strategy or a suitable - bench-
mark at least twice per year. The investment strategy itself is reviewed at least every three
years.
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Investment An investment foundation is established in practice. It is a for-profit foundation, and its
foundation purpose is collective asset management for old-age, survivors” and invalidity insurance
providers in accordance with the principle of risk diversification. It has corporate elements,
including an investors’ meeting as its highest governing body, a corporate organisation
based on company law and specified in regulations, as well as investment regulations.
It is governed by the applicable articles of the Federal Law on Employee Pension Funds
(BVG), the Executive Regulation (BVV2) as well as federal supervisory commission
(Oberaufsichtskommission Berufliche Vorsorge, OAK BV).
Investment Used to structure the — investment process and define the foundation’s bodies that are
management entrusted with management of its investments. It is crucial to separate — asses management
organisation and — investment controlling.
Investment Central, normative principles relating to management of the - foundation’s assets.
policy These are specified in the » investment strategy. The investment policy and strategy
together with systematic liquidity planning, form the foundation’s financial management.
Investment Describes the asset management system and comprises three steps: defining the
process - investment strategy, —» executing the investment strategy, and — investment controlling.
Investment Regulate the determining, the —execution of the investment strategy, » investment
regulations controlling, and the monitoring of the investment strategy. They also describe the
competencies, responsibilities and controls of the persons entrusted with asset
management.
- Foundation regulation
Investment A distinction must be made between risks that are compensated at market rates,
risks and those that are not. A well-diversified share portfolio, for example, is compensated at
market rates. Additional risk leads, on average, to a higher return on investment.
A poorly diversified share portfolio, on the other hand, also harbours a lot of risk without
the expectation of a higher return.
- Non-compensated risks
- Risk
Investment > Strategy
strategy Specifies the way the foundation intends to structure its assets based on its risk capacity
and — risk tolerance, to finance its disbursement plans. The investment strategy may
be specified by determining an — expected return on investment that is to be achieved using
the foundation’s assets. Specifically, the investment strategy is described as x% liquidity,
y% - low-risk bonds and 2% — diversified shares (x +y + z = 100).
- Execution of the investment strategy
Knock-on Goes beyond simple - initial financing or - start-up financing, by progressing activities
financing up to a potential breakthrough. Nevertheless, this kind of investment also has a limited
duration. It can also only cover some of the activities.
Large — Foundation size
foundations
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Legacy

A bequest under inheritance law. Unlike an — inberitance foundation, which involves
the establishment of a new foundation by means of a testamentary disposition, a legacy
in this context is a - donation made to an existing foundation in accordance with
inheritance law. The foundation can, or indeed must, reject a legacy if it is not able to
fulfil the covenants associated with it, if the impact of the covenants outweighs the
value of the legacy, or if the legacy stems from legally or ethically questionable origins.
- Contract of inheritance
- Will and testament

Limited term

A foundation whose duration has been explicitly or implicitly limited by the - founder in

foundation the = foundation charter.

Liquidity The goal of liquidity planning is to ensure that there is sufficient liquidity available when

planning planned expenditure occurs. Investments should be liquidated at the shortest possible
notice, and therefore no longer generate income. Liquidity planning aims to optimise
the loss of earnings, and ensure undisrupted project funding and other financing.

Low-risk A suitable mix of bonds issued by companies that operate internationally, hedged in the

bonds currency of the foundation’s expenditure.

Medium-sized

— Foundation size

foundations
Merger An economic and legal consolidation of organisations. Foundations can only merge with
other foundations, whereby each foundation retains its own — purpose, or can only be
changed with the consent of the - foundation supervisory authority.
- Cooperation
Mission - Mission-based investing
investing

Mission-based

<« Mission-based investing

investing — Mission investing
<« Mission-related investing
A foundation-specific asset management strategy, in which investments are made that
are conducive to achieving the foundation purpose, that preserve the invested assets,
and that generate a market rate of return if possible.

Mission- - Mission-based investing

related

investing

Non-charitable
foundation

- Private-benefit foundation

Non-
compensated
risks

Some — investment risks are compensated by the - financial markets, while others are not.
Investments in bonds that are not aligned with funded projects in terms of their maturity
and currency, or investments in poorly — diversified share portfolios, entail the risk of

not achieving the expected return on assets. However, these (unsystematic) risks are not
compensated on average over time by higher anticipated income in return for taking a
greater risk.
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NPO

Non-Profit Organisations.
-+ NPO sector

NPO sector

« Third sector

Often referred to as the third sector alongside the market and the state: productive social
systems in private ownership that pursue specific purposes of meeting needs, providing
grants and/or representing interests/exerting influence for third parties or their members,
as a complement to state and market-driven, for-profit undertakings. Legally, the majority
are organised as associations (societies), cooperatives or foundations. NPOs generally
finance their work through membership fees, -+ donations, subsidies or charges. Surpluses
may not be distributed to members or sponsors in the form of equity return.

Occupational
pension
insurance
foundation

A foundation established in accordance with the law on occupational pensions,
often referred to as an — employee benefit foundation.
- Foundation phenomenology section, 126 ff.

Operating
expenditure

- Foundation expenditure

Operational
foundation

> Supporting foundation
The core business of an operational foundation does not consist of committing funds, but

rather pursuing the foundation purpose by means of exercising a governing role, its own
work, or its own projects.

Operational
foundation
activity

A foundation’s own, active project work, as opposed to reactive funding to support
external projects. The term is sometimes restricted to a foundation’s own projects

(~ operational foundation). The boundaries between active and reactive are fluid, however,
because a foundation’s internal preparation and supervisory costs also constitute
operational foundation activity. The term therefore applies to the following internal
activities: project management, project support (with regard to content and/or

project management), project controlling (reviewing contractual agreements), project
monitoring (supervisory project monitoring by third parties with evaluative
character), and networking (linking projects to each other and/or with other initiatives).

Organisation
regulations

- Foundation regulations

Outcome

« Impact targets

The benefit and impact achieved by a foundation, directly or indirectly, among the

- grant recipients as a result of its » grant disbursement. A distinction can be made between
the impact of the grant (= impact) and the » project impact. The - outcome is much harder
to measure than the —+ ouzpuz, and is often only informative by comparing the situations
before the start and after the conclusion of the project.

- Target achievement

output

A Performame targets
Defines the parameters for utilisation of - grant output, and the direct and countable
results (such as the number of participants on a course).

- Target achievement
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Overheads

- Administrative expenditure

Partial tax - Tux exemption
exemption
Partnership - Cooperation
Passive - Active investment
investment
Patronage Unlike a - sponsor, a patron donates without expecting any counter performance in
return.
Pension fund - Employee benefit foundation
foundation - Foundation phenomenology section, 126 ff.
Performance - Ouzpur
targets
Philanthropy Philanthropy refers to any private, voluntary activity for a charitable purpose. It includes
donations of time, money, or benefits in kind.
Policy - Foundation policy
- Investment policy
Preservation > Asset preservation
of wealth If a foundation is required to preserve its assets, only income generated by the
- foundation assets may be invested in projects or distributed to third parties, while the
- foundation assets themselves may not be touched.
- Limited term foundation
Private A general term for foundations governed by private law (Art. 80 fF., 335 Swiss Civil
foundation Code (ZGB)). Private foundations include - charitable foundations, - family foundations,

- church foundations, - employee benefit foundations and — company foundations, even if these
are not explicitly mentioned in legislation. Private foundations are much more
common than - public-law foundations.

- Foundation phenomenology section, 126 ff.

Private-bene-

« Non-charitable foundation

fit foundation Does not have charitable status because its purpose does not serve the common good,
but rather a limited group (example: » family foundation).

Programme of  « Area of activity

grants < Grant priority
Creation of a grant priority or area of activity within which the - grant benefits can be
assigned to thematically linked projects. Individual projects can also be supported
independently.

Project - Direct project expenditure

expenditure - Direct project funding

- Expenditure
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Project impact

Determined based on the degree to which a project’s impact targets have been achieved
(= outcome). The foundation can only influence projects created by — beneficiaries to a
limited extent. In such cases, the project impact is therefore only an indirect result of the
foundation’s activities.

Project The targeted management (planning, supervision, —» eva/uation) and organisation of
management projects.

Public-law A dependent or independent foundation governed by public law that pursues a public
foundation purpose. Such foundations are established by a law, and generally endowed using public

funds (such as the Pro Helvetia Swiss culture foundation, or the Swiss National Science
Foundation).

- Foundation phenomenology section, 126 fF.

- Private foundation

Public-Private

Voluntary - Cooperation between a private organisation (such as a company or - NPO)

Partnership and a public institution to achieve shared purposes and goals.
Purpose - Foundation purpose
Rating Information on a company’s ability to repay its debts in the long term, or the probability
that a particular bond will be repaid. Ratings are published by rating agencies.
Regulations - Foundation regulations
— Guideline
Risk Commonly used to refer to the fact that things may turn out worse than expected. From
an economic perspective, however, risk is the fact that things may turn out differently —i.c.
better or worse — than expected. The important thing is to have an idea of the extent to
which things may turn out differently. In other words, risk is the degree of uncertainty that
a certain target will be met. Some risks are systematically compensated, while others
are not.
- Compensation for risk
- Investment risks
— Low-risk bonds
- Non-compensated risks
- Risk-bearing investment
- Risk—free bonds
- Risk management
Risk appetite A foundation’s willingness to assume typically compensated — investment risks in order to
achieve the expected return on assets.
Risk Includes all organisational regulations and measures aimed at identifying and dealing
management with risks.

Risk-bearing
investment

Well-diversified standard investments and alternative investments are considered
risk-bearing investments. The relevant factor is always an investment’s contribution to
the risk of the existing assets; the “absolute” + 7is% of an investment is of no interest.

- Value fluctuation reserve
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Risk-free
bonds

Bonds issued by credible governments, member states, state-guaranteed banks and
international organisations backed directly or indirectly by a reliable future tax base.

Salary

The remuneration paid to employees of the foundation’s office in accordance with their
employment contracts.
- Compensation of foundation board members

— Fee

Self-dealing

Own-account transactions. Describes the conduct of a person acting in a fiduciary
capacity (for example as an attorney, trustee, member of the » foundation board,

- executive management), who concludes a transaction with him/herself, an associated
entity, or an entity under his/her control.

- Conflict of interests

Self-evaluation

An independent or guided assessment of own performance based on clear targets

and parameters. Plays a particularly important role for bodies with no higher internal
supervision (= foundation board), but also with respect to the performance of the
foundation as a whole.

Self-regulation

With the development of behavioural regulations with respect to = foundation governance,
- SwissFoundations relies on the principle of individual responsibility. Self-regulation
can pre-empt legislative regulation by the government.

Small - Foundation size

foundations

Sponsor/ A sponsor supplies the foundation with financial resources, benefits in kind and/or
sponsorship knowledge and experience, and expects some form of quid pro quo in return (particularly

marketing or achievement of communications goals). Sponsorship activities are guided
by commercial interests, and therefore not tax deductible for the sponsor. The foundation
also routinely incurs VAT.

- Patronage

Stakeholder

- Beneficiaries

- Stakeholder groups

Stakeholder

« Interest groups

groups > Stakeholder
The list of a foundation’s stakeholder groups is not limited to the — beneficiaries
(direct recipients of funds), but also includes the recipients of the support provided by the
beneficiaries, as well as the general public. Donors and contractual partners can also
be stakeholders.
Standard Investments in liquidity, - risk—free or = low-risk bonds and listed shares. Other asset
investments classes fall under - alternative investments.
Start-up « Initial financing
financing Also referred to as initial financing; providing a project or institution with sufficient

resources to start targeted activities.
- Knock-on financing

232



Strategy

- Foundation strategy
- Investment strategy

Subsequent — Financial endowment
endowment

Supervisory - Foundation supervisory authority
concordat

Supporting - Company foundation
foundation

Sustainable

Investments based on ecological, social, ethical and/or governance criteria, in addition to

investments conventional measures of profitability, liquidity, security and risk diversification.
- ESG criteria

Swiss GAAP The financial reporting standard of the standing Commission for the Swiss Accounting

FER 21 and Reporting Recommendations (www.fer.ch) for charitable, social -+ NPOs. The aim is
to make annual financial statements and reporting more informative and standardised.
Application of the standard, which has been in effect since 1 January 2003, is voluntary.

Swiss The association of Swiss grant-making foundations, established in 2001.

Foundations

Systemicrisks - Compensation for risk

Target The degree of target achievement indicates the extent to which the foundation’s targets

achievement, have been achieved. Targets are desired states and — impacts that we attempt to achieve

degree of by means of specific measures and the use of resources.

target — Qutcome

achievement - Output

Target return An expression of a specific —»investment strategy. If the target return is high in comparison
to other investments, substantial - 7isks must be taken, even if the investment is
pursued in the best possible way. If the target return is low, then the risks are also low,
provided that the investment rules are adhered to. A lower target return than
anticipated can, however, also be achieved with a high level of risk, if the investment
rules are violated.

Tax deduction - Donations and - financial endowments of tax-exempt foundations are generally tax

deductible. The deduction for donations with respect to direct federal tax amounts to
20% of the donor’s net income or net profit. The income tax deduction rates applied

by the cantons vary (from 5% in Neuchatel to 100% in Baselland), but the majority also
apply a rate of 20%.
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Tax exemption

< Partial tax exemption
Work carried out for the good of society should not be taxed. That is why — charitable
Jfoundations are usually tax exempt. This means that they do not have to pay any tax on their
assets or income (profit or capital tax), or any inheritance or gift (capital transfer) tax
(which are not levied in all cantons).

The criteria for tax exemption at federal level are charitable status, the exclusivity of
the application of funds, and the irrevocability of the ring fencing for the dedicated
purpose. Exemption from cantonal tax liability is governed by the individual canton’s tax
laws. The criteria are generally similar to those at federal level.

Foundations that do not meet all the criteria may be granted partial tax exemption.
Fulfilment of the tax-exemption criteria must be ascertained before a foundation is
established if necessary the foundation’s structure can still be adjusted. Once granted,
tax exemption does not apply indefinitely and may be withdrawn if the criteria are no
longer met.

Contributions to tax-exempt foundations are tax deductible at federal and cantonal levels.
- Tuax deduction

Third sector

- NPO sector

Timely
application of
funds

Unlike German foundation law, Swiss law does not require the “timely application
of funds”. Switzerland relies on self-regulation in this respect. But since foundations are
supposed to conduct business activities, in this country income from the - foundation
assets and other available funds should be used within a reasonable period for implemen-
tation of the - foundation purpose.

- Application of funds

- Asset accumulation

- Distribution requirement

Traditional
foundation

A common but outdated and undifferentiated term for all - charitable foundations that
issue grants, and sometimes only for - grant-making foundations.
- Foundation phenomenology section, 126 ff.

Trust

A trust is a legal arrangement in which a se##/or transfers ownership of certain assets

to one or more #rustees, who are to manage and dispose of the assets for the benefit of
certain beneficiaries. As a result, in contrast to a foundation, ownership lies with the
trustee. In English-speaking common law countries, the concept of a trust is a widespread
legal institution, whereas it is not codified in Swiss law. However, foreign trusts are
recognised in Switzerland.

Umbrella
foundation

Offers —» dependent foundations and smaller funds the ability to pool resources for the
purpose of asset management and project support. Umbrella foundations include those
operated by banks, as well as those that are independent of financial service providers.
Umbrella foundations are also suitable for - financial endowments and - legacy.

They carry out their own professional investment and grant management, and particularly
for smaller funds they offer an appealing alternative to — establishing a foundation.

- Foundation phenomenology section, 126 ff.

Unsystemic
risks

- Compensation for risk
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Value
fluctuation
reserve

> Fluctuation reserve

If a foundation receives a constant cash flow, and if it holds - risk-bearing investments,
a portion of the » foundation assets should be held as a value fluctuation reserve.

The foundation then achieves a longer-term balance between outgoings and income,
provided the fluctuations in the - financial market can be offset by the value

fluctuation reserves. As a general rule, half of a foundation’s risk-bearing investments
are held as a value fluctuation reserve.

Will and
testament

Foundations can be established by means of a will and testament. Formal requirements
must be taken into consideration for all disposals under inheritance law. Unlike a

- contract of inheritance, a will and testament can be amended or added to at any time.
- Inheritance foundation

- Legacy

World equity
portfolio

There is no process for systematically forecasting the ups and downs of the world’s stock
markets, or even individual equities, better than others. That is why some foundations
invest the part of their assets that is to generate more than the risk-free interest rate on
average over time, in a world equity portfolio.
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References to the foundation glossary are in iza/ics. Page numbers in
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A
Active investment :210
Ad hoc committee (+ Committee) 88 f.

Administrative costs

41,121,123, 210

Administrative expenditure (- Expenditure)

36,123 f., 146, 171, 210

Advisory board

59,110 1F., 125, 210

Age restriction

65,66, 72

Agenda items

81, 210

Alternative investment

158, 160, 210, 232

Annual financial statement

145,59, 81, 83, 89, 104,
1108, 144 fF., 233

Annual report

59,92, 100, 144 £., 210

Applicant (- Beneficiary)

100, 128 f.

Exclusivity of 45, 234
Effectiveness of (- Impact) 130, 140, 213

: 98,100, 104, 116, 126,

Applications

1128 f, 179
Area of activity (- Programme of grants) 210, 230
Area of operation (of the foundation) 44
Asset accumulation 211

Asset allocation

156, 162 1F., 211

Asset class

157,211,218, 233

Asset management (- Financial management, - Investment),
costs

11, 15, 20, 37, 45, 52, 56,
59, 61, 73, 76, 81, 90, 93,

195,98 £, 104, 106 £,
116, 119, 122, 127, 135,

140 ff,, 144, 147 fF., 153
ff., 156 ff,, 160, 163 £,

i167, 168 ff,, 170 f,, 177,
:183, 186, 211, 212, 227

Asset-consuming foundation

134,38, 41, 63,99, 122,
124,142 f,, 159, 180,

1183, 211

Assets 1150 ff, 162 ff., 170 1T,
1211, 212

Attendance (at foundation board meetings) 73,78, 82

Audit requirement, exemption from 107,212

Auditor (- Audit)

106 ff., 178, 212

236



in connection with asset management 141, 149
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Corporate foundation
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216
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Cost structure 37,167
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Establishment (- Foundation establishment)
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Foundation board
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