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CONFERENCE SUMMARY

by Lester M. Salamon
Director, Philanthropication thru Privatization (PtP) Project

On November 3-4, 2016, a diverse group of government, business, and civil soci-
ety experts from countries as wide-ranging as China and Brazil, Pakistan and Po-
land, Italy and India, Spain and Tanzania came together at the Volkswagen’s
Foundation’s Herrenhausen Palace Conference Center in Hannover, Germany, to
launch the take-off phase for a new approach to building charitable assets now
needed more than ever to address difficult societal problems at a time when
governmental resources are under severe stress.

Called “Philanthropication thru Privatization,” or PtP for short, this approach
involves the capture for charitable endowments of all or a portion of the assets
involved in a wide variety of privatization transactions—including the sale or
other transfer of state-owned enterprises or facilities, debt swaps, the capture of
stolen assets, revenues from lotteries or other state-owned assets or state-
regulated businesses, or the transformation of quasi-public entities such as
nonprofits into for-profit companies.

Introducing this second PtP Conference, Dr. Wilhelm Krull, the Chairman of the
PtP International Advisory Committee and General Secretary of the Volkswagen
Foundation—itself a PtP foundation—noted that this concept, which was first
introduced at an earlier 2013 Volkswagen Foundation conference, was fast be-
coming a global brand, setting the stage for this next phase of its development.
Where the earlier conference sought to introduce the PtP concept to the many
PtP foundations, many of whom were unaware of their common origins or of the
potentials they hold for foundation development elsewhere, the aim of the 2016
Conference was to introduce the PtP concept to key stakeholders in the many
asset classes to which the concept had, to their surprise, already been applied,
and to encourage its further application in the future.

PtP Project Director Dr. Lester Salamon [presentation] then outlined the Pro-
ject’s recent achievements and future prospects, noting that:
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- The PtP concept and findings have been widely disseminated through:

— A book summarizing the project’s findings published by il Mulino
Press and now available in English, Italian, Portuguese, and Chinese;

— A project brochure distributed broadly in hard copy and online;
— Presentations at major events in Hanover, Milan, London, Tanzania,
Sao Paolo, Moscow, and Beijing.

- Additional PtP cases have been discovered, boosting the documented
count of PtP foundations from 536, as reported in the project’s first publi-
cation, to 559, including the huge Nippon Foundation in Japan and the
US$20 billion “la Caixa” Banking Foundation in Spain.

- A new asset class—stolen or stranded assets—has been added to the five
originally identified as having involved the creation of PtP foundations.

- A case study has been issued on the BOTA Foundation—the one founda-
tion known to have resulted from the repatriation of bribes or stolen assets.

- Six “How-to Booklets” have been commissioned examining how the PtP
concept can be applied to the six asset classes currently of interest.

- PtP Exploratory Committees have been established in Africa, China, and
Brazil, with other possible implementation possibilities under development
in Central Asia.

- Contact has been established with stakeholders in several PtP asset clas-
ses to explore possible cooperation.

Against this back-drop, the Conference turned to three topics:

First: What is the rationale for making private foundations instead of only
governments the destination for proceeds from privatization transactions?

Second: What are the prospects for the further application of the PtP concept
to various asset classes to which it has already been applied?

Third: What should be the next steps for the PtP Project?
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I. Why should foundations be made a significant destination for
privatization transactions?

PtP project materials have cited approvingly a statement Czech President Vaclav
Havel used to explain why the Czech Republic under his leadership made the deci-
sion to devote one percent of the proceeds of all the privatizations of major state-
owned enterprises into a Czech Foundation Investment Fund in the aftermath of
the collapse of the Soviet empire. Noted Havel:

“The state should not be based on the idea that it, and it alone, knows best what society
needs...[WJe should trust the citizens more and enable them to take on more responsibility.

But foundations have not always lived up to their potentials and some have only
recently awakened to their transparency and conflict of interest responsibilities.
Accordingly, the PtP Project has felt an obligation both to set standards for the
types of foundations it would encourage and to investigate carefully the “case” for
using foundations as a fruitful destination for proceeds from the privatization of
state-owned or state-controlled assets. To do so, it is at work on a booklet on how
to develop a well-run PtP foundation and incorporated into the Hanover Confer-
ence a lead-off panel on this topic moderated by Ms. Theo Sowa, Director of the
African Women's Development Fund, a nonprofit support program for NGOs in
West Africa and the past chair of the African Grantmakers Network.

% Kicking off the discussion was Dr. David Hammack, Hiram C. Haydn Profes-

sor of History at Case Western Reserve University and a well-known histo-
rian specializing in the history of charitable foundations. Dr. Hammack
pointed out that foundations have distinguished themselves by focusing their
attention on fields that require the sustained, continuous effort that neither
governments, with their need to respond to changing voter preferences, nor
businesses, with their need to respond to market pressures, can easily pro-
vide—fields like basic research, higher education, the arts, humanities, the
environment, the promotion of public health, the broadening of opportunity,
and the promotion of religious and cultural traditions of all kinds. This con-
firmed the record conveyed by Dr. Krull about the Volkswagen Foundation, an
institution dedicated to improving German science that began with an en-
dowment of 1 billion euros that it has built into an endowment of 3 billion eu-
ros while providing grants of 4.6 billion in support of German science.

”

Boris Strecansky [presentation] of the Slovak Foundation Center and a well-

known leader of the philanthropic sector in Central and Eastern Europe
acknowledged that foundations are viewed with some suspicion in Central Eu-
rope because they were too frequently used for political purposes, but noted
that the foundations established by the Czech Foundation Investment Fund to
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manage the assets that resulted from privatization in that country were subject-
ed to a rigorous vetting process that imposed transparency and conflict-of-
interest requirements on the foundations that received endowment support
through this PtP process. But the Central Europe region is now in the midst of an
anti-civil society sentiment that building indigenous foundations could help to
counter, but this will require an active civic education program about
foundations.

Piero Gastaldo, Secretary General of Compagnia di San Paolo—one of the
largest and best-known Italian foundations of banking origin—recounted the
deep history of foundation-like structures in Italy dating back to Roman times
when charitable endowments were viewed as “owned by the gods.” Compagnia
di San Paolo, literally the “fellowship under the protection of Saint Paul,” was it-
self founded in the 17th century while other so-called trustee savings banks
came along early in the 19th century. By the early 20th century, the resulting 88
Italian savings banks were already hybrid institutions—part private/part public.
When the Parliament, responding to EU pressure, moved in 1991 to transform
these 88 savings banks into for-profit stock companies, it thus made sense to
vest the ownership of the resulting stock into the charitable arms of the previ-
ous savings banks, creating 88 foundations owning 88 banks and establishing
one of the most dramatic examples of what we are now calling “philanthropi-
cation thru privatization.” While not all of these foundations survived and a
couple got too close to their banking offspring, the Italian PtP story has gener-
ally been a success, with aggregate assets of 40.8 billion euros as of 2015 and
a solid record of professionalism, multi-stakeholder governance, model trans-
parency and conflict-of-interest standards, and innovative programming.

Olive Luena, Executive Director of the Gatsby Charitable Trust in Tanzania,
one of East Africa’s major charitable endowments, emphasized that well-run, pri-
vate charitable endowments of the sort that the PtP process seeks to promote
are especially important in Africa given the troubling record of governmental
corruption in the continent and the resulting need for independent civil society
organizations to promote governmental transparency and accountability. Too
few such organizations have achieved sustainability, however. In Tanzania, most
of the companies nationalized in the 1960s were re-privatized in the 1990s, with
none of the resulting money going into foundations or civil society. Now exten-
sive mining is under way and civil society needs to take advantage of the insights
and support generated by the PtP concept and bring PtP into this picture.

A lively discussion then ensued, with participants emphasizing the need for founda-
tions to be clear about who they are accountable to, the importance of assuring that
PtP leads to truly endowed foundations so that companies do not transform it into
traditional CSR, and the imperative of not setting PtP foundations up as an alterna-
tive to effective states.
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1. Prospects for PtP in Key Asset Classes

A. State-owned Enterprises (SOEs)

Against this backdrop, the conference turned to a discussion of the prospects for
PtP in relation to four promising asset classes, beginning with a panel focusing on
state-owned enterprises moderated by Ulrich Witte, a senior official at the
German Federal Environmental Foundation (Deutsche Bundestiftung Umwelt, or
DBU)—itself the byproduct of a PtP transaction that took place in 1991, when a
huge East German state-owned chemical company, the Saltzgitter, was privatized
and the proceeds given to this new German environmental foundation.

% Dr. Veljko Fotak, a professor at the University of Buffalo, initiated this
discussion with a tour de force overview of recent trends in the privatization
of SOEs globally. Three major points emerged from his presentation:

e First, traditional SOE privatization is hardly fading away. To the contrary,
driven by the poor performance of SOEs and their drain on public budg-
ets, a third wave is underway, with US$850 billion in sales since 2012 and
a new high in sales in 2015.

e Second, SOE privatization has changed significantly. Geographically, it has
moved to Asia, with China overwhelmingly leading all other countries.
Operationally, it is relying more heavily on management buy-outs and,
increasingly, share issue privatizations involving sales of only partial
ownership; and

e Third, side-by-side with US$1.48 trillion in privatization sales between
2001 and 2012 has come US$1.52 trillion in sovereign wealth fund pur-
chases of minority shares in private companies.

% Dr. Rupert Graf Strachwitz, Director of Berlin's Maecenata Institute and
a leading international expert on foundations, provided further detail on the
creation of the Volkswagen Foundation on which he completed a study on
behalf of the PtP Project. The decision to create a foundation out of the pro-
ceeds of the sale of the Nazi Party-created Volkswagen company solved
three intertwined problems: (a) a nasty disagreement between the Federal
Republic, the State of Lower Saxony and others over which entity owned this
company; (b) the pressure the influential Minister of Economics, Ludwig Er-
hard, was exerting to broaden the ownership of German business corpora-
tions; and (c) the challenge posed to science in the Western world by the
launch of Russia’s Sputnik satellite. Over its 50-year history, the foundation
has matured into a leading European institution that has contributed im-
portantly to German science while growing its assets and establishing lead-
ing procedures for peer-reviewed scientific research promotion and
transparent grant-making.
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% Boris Strecansky [presentation] filled in the story of the Czech Founda-
tion Investment Fund created in the early years of post-Soviet privatization
in the Czech Republic to serve as a “holding vat” for the one percent of all
major privatization sales set aside to support foundation endowments in
this country. This mechanism proved to be a significant success. The Fund
liquidated the shares in its possession over a six-year period; created, in
cooperation with civil society groups, a transparent process through which
foundations could apply for the funds to establish endowments; and ulti-
mately distributed the US$80 million assembled to 72 foundations over a
seven-year period during which the foundations were required to adopt
stringent transparency and conflict of interest requirements and to profes-
sionalize their operations. The one drawback may have been the decision
to spread the resources so broadly.

% Marcos Kisil [presentation] CEO emeritus of the Instituto para o
Desenvolviment (IDIS), a major Brazilian social development and corpo-
rate social engagement consulting firm, described an effort under way in
Brazil to apply the PtP concept to another form of privatization of state-
owned assets—namely the issuance of 20-30 year concessions to private
businesses to operate various government-owned facilities, such as air-
ports, ports, bridges, and roads, for pay. This route has certain political ad-
vantages by keeping ownership in government hands while placing
operational control in private businesses that then pay “royalties,” or rental
fees, to the state. Negotiations have been initiated with key government
agencies about dedicating some portion of such royalty or rental payment
to one or more charitable foundations.

% Manoj Rai [presentation], a senior analyst at Participatory Research in
Asia (PRIA), a well-known Indian development training NGO, reported that
philanthropy is on the rise in India with 100 million new donors added be-
tween 2009 and 2014 and a new law mandating businesses to dedicate two
percent of net profits to CSR activities. Most contributions are made to indi-
viduals, however, and not to foundations or civil society organizations.
Meanwhile, Indian labor unions have fought the contemplated privatization
of the huge Coal India, Ltd. (CIL) complex forcing the Finance Minister to
back down. But the government proposes to raise US$3.6 billion by selling
investors a 10% stake in CIL and has recently auctioned off more than half of
204 Coal Blocks to private players—transactions that are estimated to yield
an estimate US$225 billion within 30 years. Despite the social displacement
the anticipated privatization is expected to produce, privatization transac-
tions have so far not been directly used for social development as such in
India. In-depth study of some of successful PtP models and their contextual
adaptations in India might therefore be highly useful at this time.
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B. Revenue Streams from State-Regulated Businesses

A second type of PtP transaction results from the capture of streams of revenue
resulting not from government-owned enterprises, but from some form of busi-
ness subject to government control rather than outright government ownership—
such as lotteries, mineral extraction, oil or gas drilling, and broadband frequency
auctions. When such streams of revenue are made semi-permanent by being en-
shrined in laws or long-term contracts they have the character of endowments,
since endowments are nothing more than assets that earn interest or dividends
and thus generate regular streams of revenue. PtP arrangements have already
been put in place in the case of lotteries in Belgium, the Netherlands, and Japan,
among other countries, but the same mechanism could usefully be applied to
these other types of assets. This conference’s next panel explored one of these
past examples and the possible application of this model to other government
supervised businesses.

% Jan Vander Elst, Head of Finance at Belgium’s King Baudouin Founda-
tion, recounted how this foundation came to be a prime example of a PtP
foundation funded by a stream of revenue originating in a state-regulated
business, though, like the other such foundations discussed in the confer-
ence so far, no one understood it as such when it assumed this character.
Unlike the other foundations mentioned so far, the King Baudouin Founda-
tion did not start its life as a PtP foundation. Rather, when the foundation
was established in 1976 to mark the 25" anniversary of this Belgian King's
rule, its initial capital of 1 billion Belgian Francs (approximately 24.79 million
euros) came from a series of national fundraising activities to honor the king.
In 1989, however, the foundation entered the ranks of PtP foundations when
it became the beneficiary of a regular stream of new revenue coming from an
asset controlled by the Belgian state. This resulted from a Royal Decree hon-
oring the 60th birthday of King Baudouin and the 40" year of his reign by
dedicating a portion of the revenues from the Belgian National Lottery to KBF
on a regular basis. The Belgian legislature subsequently confirmed the prin-
ciple of regular allocations of lottery revenues to KBF through modifications
of the lottery law enacted in 1991 (Article 15), and 2002. While these laws es-
tablished the KBF's entitlement to lottery proceeds, however, they left the
amounts up to royal decrees that had to be endorsed by the country’s Coun-
cil of Ministers. However, the amounts set in these decrees are not adjusted
annually or determined by the lottery, but rather are set in law and renewed
only every five years, giving them the character of an endowment that gener-
ates a permanent steam of dividends that now stands at 11 million euros, ac-
counting for one out of every five euros of expenditures by the foundation
and an even higher share of its core, non-donor-advised, grant-making.

% Nick Pelosi [presentation], a researcher with First Peoples Worldwide, a
nonprofit that works closely with indigenous populations around the world,
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laid out the potentials for applying this model of PtP to extractive industries,
many of which operate in regions in which indigenous populations reside. Ac-
cording to Pelosi, 73 percent of oil project delays are caused by “non-technical
risks” and US$25 billion in mining operations are tied up due to social opposi-
tion each year. Mining and drilling companies regularly make substantial
payments to national governments for the privilege of operating in their coun-
tries, but, with only a few exceptions, little of this money visibly finds its way
into mitigating activities in the regions impacted by the mining and drilling. In
order to maintain a “license to operate,” some companies have responded to
this by establishing direct corporate responsibility programs in these regions,
but these frequently rely on intermediaries, vary with company profitability,
and fail to engage communities. The U.N. has responded to these dilemmas
by issuing a declaration requiring “Free, Prior, and Informed Consent” (FPIC)
before mining or drilling operations can proceed, but even this does not au-
tomatically ensure sustained consultation or assistance. PtP offers a more ef-
fective solution. For companies it offers a chance to mitigate risk, engage
communities, and be associated with opportunities for communities to im-
plement their own policies. For communities it offers a chance to implement
resource rights and build capacity for resource governance. The big challenge
is to convince governments to channel some of the resources companies are
now paying to governments into PtP foundations instead—but even here the
advantages of reduced community opposition could be persuasive. To move
forward in this direction, it will be necessary to solicit support for PtP from in-
dustry associations devoted to social and environmental sustainability, build
on the lessons from existing PtP foundations, and bring community voices in-
to the discussion.

Janina Gawler, Vice President for Community Relations at Rio Tinto, Aus-
tralia’s major mining company, described that company’s experience with
what seems to be a type of PtP foundation called “benefit receiving trusts.”
These institutions were Rio Tinto’s response to an Australian High Court deci-
sion declaring that native populations had rights to the land they occupied.
Rather than fighting this decision, Rio Tinto went along with it and helped Aus-
tralian indigenous populations residing in areas of the company’s mining op-
erations to create such trusts, or foundations, to receive “land disturbance
payments” made by the company to compensate communities for the harms
the company’s operations inflicted on the land.

% Chet Tchotzewski, the former director of the Green Grants Fund who is cur-

rently involved in a variety of experiments related to the extractive industries
and broadband auctions called attention to the work of the Vogal Fund in try-
ing to ensure increased access of disadvantaged communities to the internet.
This has brought attention to the enormous sums pumped into government
budgets by broadcast spectrum auctions around the world. India, for
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example, recently raised US$18 billion in such sales, and bribes associated with
cellphone access frequencies figured in a recent lawsuit involving the Nether-
lands-based Vimpelcom. Tapping into the proceeds of such auctions and sales
to seed charitable foundations to help improve internet access for disadvan-
taged populations could be a useful additional focus of the PtP project.

C. Stolen or Stranded Assets

Another set of assets potentially ripe for PtP-type solutions are assets resulting
from bribes by so-called “politically exposed persons” (PEPs); penalties against
companies for engaging in corrupt or illegal activities such as paying kickbacks,
bribes, or violating sanctions or health or safety regulations; or assets stranded or
left unclaimed in banks, brokerage houses, pension funds or other institutions.
Such assets are enormous and likely to become even more visible thanks to the
recent Panama Papers disclosures of hidden, off-shore corporations and accounts.
Even once such assets are legitimately identified and frozen, however, difficult
questions inevitably arise about what to do with them. This is especially true where
returning such assets to the governments—and often the same individuals—that
engaged in the corrupt or illegal practices seems self-defeating. This panel was de-
signed to assess how PtP can offer a solution to this dilemma.

%» Ken Hurwitz, Director of the Open Society Justice Initiative—a component
of the Open Society Foundations focused on the legal aspects of discovering
and seizing stolen assets—moderated this discussion and provided a powerful
outline of the scope of this asset class. Hurwitz pointed out that an estimated
US$40 billion in assets are stolen each year in countries around the world, but
only US$5 billion have been re-captured to date. One reason for this is the le-
gal complexity of locating, freezing, and then returning such assets in a way
that remains transparent and of help to the people from which they were sto-
len. In the case of the US$2.5 billion found to have been stolen by Sani
Abacha, former president of Nigeria, for example, only US$0.5 billion has been
returned, but it was returned to the government of that country. When the
World Bank belatedly tried to trace what happened to these funds, it could
find little evidence of their use. Meantime, an equivalent amount was later
found back in Swiss bank accounts. Other cases—such as those against Haiti's
Duvalier and Ukraine's Lazarenko—have been stymied despite successful con-
victions. In 2010, the U.S. Government announced an anti-corruption initiative
and adopted a legal procedure (“civil law based forfeiture”) that eases the legal
burden in such cases by bringing civil cases not against the perpetrators of
such crimes but against the stolen assets themselves. Using this technique,
the government has succeeded in freezing US$480 million of Abacha stolen
assets, and US$850 million in bribes received by the daughter of the Uzbeki-
stan president, with additional cases filed against Malaysian officials. Still un-
resolved, however, is how to assure that these funds are returned for the
benefit of the citizens of the countries involved.
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% One possible solution to this dilemma is provided by the example of Kazakh-
stan’s BOTA Foundation, a PtP-type foundation that emerged from the con-
fiscation of another bribery incident, and the PtP Project has produced a
detailed case study of this example in cooperation with Aaron Bornstein, a
long-time international development practitioner, who directed this founda-
tion on behalf of IREX, an international development agency, through much
of its history. In his presentation at our Hanover Conference, Bornstein re-
counted the important saga of this PtP foundation, which arose out of a dis-
pute over the disposition of the proceeds of a bribe made to the President of
Kazakhstan by several U.S. oil companies seeking oil drilling rights in the Cas-
pian Sea. The discovery of these funds by Swiss authorities in the Swiss bank
account of the Kazakhstan president led to significant criticism of this presi-
dent from civil society leaders in Kazakhstan. Partly in response to this politi-
cal pressure, the Government of Kazakhstan dropped its claims on these
resources and ultimately agreed to a negotiation with the governments of
the U.S. and Switzerland brokered by the World Bank. The result was a classic
PtP outcome: the deposit of the full amount of the more than US$100 million
in bribe proceeds into a new charitable fund called the BOTA Foundation run
by a board with local and international Trustees supervised by the World
Bank and carefully structured to avoid falling under governmental control.
Hence, responsibility for managing the foundation was placed in a U.S.-based
international development agency; all moneys were kept in the Swiss bank
and drawn down only in 6 month tranches in response to specific requests
stipulating intended uses approved by the board, the World Bank, and the
three founding governments; the U.S. and Swiss governments had veto pow-
er on all “substantial measures” taken by this foundation; and the Govern-
ment of Kazakhstan had to accept a variety of additional conditionalities—
such as adherence to the Extractive Industries Transparency Initiative and
World Bank guidelines on transparent budgeting procedures. Along the way,
the foundation delivered conditional cash transfers to 95,000 needy Kazakh-
stan households with children, issued more than 600 grants that modeled
innovative social service delivery programs of local nonprofits benefiting an-
other 50,000 poor children and youth, and provided over 800 college schol-
arships—all while operating transparently and with zero tolerance for
corruption.

D. Debt Swaps and Quasi-Public Entities

The final two asset classes to be considered in this conference were debt swaps
and quasi-public entities like nonprofits and mutualistic organizations. Both of
these involve somewhat complicated transactions. To introduce the speakers, the
conference was fortunate enough to have Piero Gastaldo, General Secretary of
Compagnia di San Paolo, a foundation that fits firmly into one of the two
categories of assets that this panel examined: namely, one of the foundations
that emerged out of the transformation of Italy’s network of mutual savings
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banks into joint stock companies described above. The panel was also well-served
by the participation of several other exceptional experts. In particular:

% Professor Ross Buckley [remarks] of the University of New South Wales
in Australia provided enormous insight into the mechanics of debt swaps and
their potential use in achieving PtP-type outcomes. Essentially, the debt swap
mechanism arises from the fact that creditors become willing to sell debt ob-
ligations for well below their face value when it becomes clear that debtor
nations are unable to meet their debt obligations. This creates an opportuni-
ty for various “investors” to buy the debt at a discount and release the debtor
nation from the external debt in return for the debtor nation making some
type of payment in local currency in lieu of the foreign exchange obligations
they owe to their creditors. Markets have therefore emerged for this country
debt. As Buckley noted, these markets evolved over time as different types of
conditions on such debt relief became popular. Initially, banks bought and
sold debt from each other to limit the number of debtor nations they had to
deal with. Later, industrial firms bought debt to secure local currency to build
their plants, paying the equivalent of 50 cents on a dollar for a government’s
external debt on condition that the debtor nation provide the firm something
approaching the full face-value of the debt in local currency, which the gov-
ernment could just print. From here it was an easy jump to the use of the
debt swap by the World Wildlife Fund and other environmental organizations
to protect the environment, or by the Government of Australia to fight tuber-
culosis in nearby Indonesia, a frequent vacation destination for Australians.
Initially, the local funds that grew out of such environmental or health debt
swaps were placed inside governments. But difficulties tracing where the re-
sources in such government-run funds actually went has made it an easy fur-
ther step to the use of the debt swap mechanism to seed charitable
foundations. For this to occur, rich countries have to come to a realization
that their unsatisfied loans to poor countries are actually an asset that can be
turned to good use. They can easily set up a foundation by canceling the debt
in return for the debtor countries’ paying an equivalent amount into a foun-
dation with local currency.

% That this is not merely a theoretical possibility became clear in two subse-
quent presentations. The first of these was offered by Mr. Cornelius Och-
mann, Executive Director of the Foundation for Polish-German
Cooperation, who explained that this foundation grew out of a “jumbo” 1 bil-
lion Deutschmark loan extended to the former Communist Government of
Poland in 1975 by German banks with a German Government guarantee, but
never paid off. When the new democratic government came to power in Po-
land in the early 1990s, it sought relief from this loan. The upshot was a deal
in which the new Polish government agreed not to oppose the re-unification
of Germany and Germany agreed to forgive part of the loan and allow the
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new government to pay off the balance in Polish zlotys to be paid into a new
foundation dedicated to easing tensions between Poles and Germans, par-
ticularly in the portion of Germany ceded to Poland at the end of World War II.
This foundation boasts a joint Polish-German board with alternating Polish
and German chairs. Over time, the foundation has amassed a substantial en-
dowment that supports a grant program of 4 to 5 million euros a year. Early
funds were used for renovation of war-damaged property but recent work fo-
cuses on community partnerships, educational efforts, and in recent years,
German-Polish joint projects outside of the Polish border region.

<

Mr. Arnaldo Lopes Pereira, Board Member of the Mozambique Communi-
ty Development Foundation (FDC), recounted the equally interesting history
of the FDC, which was created by Graca Machel in the 1970s to help stave off
the effects of widespread poverty in her country. Through enormous effort
she was able to raise US$1 million from mostly local sources, but the big
breakthrough occurred in 1991 thanks to a debt swap, when the Mozambique
Government, deeply in debt to foreign funders, decided to “purchase” some of
this debt from creditors at a discount of 10 cents per dollar. The government
was ultimately able to secure grants from the World Bank and multi-lateral
donors in 1991 sufficient to purchase US$20 million in such debt, but the do-
nors insisted that the government invest at least US$3 million in local currency
into a social-purpose organization and not simply into the government'’s cof-
fers. FDC bid to be that organization and managed to quadruple its asset base
as a consequence, gaining an additional US$3 million in assets.

Side by side with the cases of foundation creation out of debt swaps were two cas-
es of foundations that emerged from the sale or other transformation of nonprofit
or other quasi-public institutions into for-profit entities.

% Attorney Chuck Bell [presentation] Programs Director at Consumers Union
thus recounted the important battle waged by a network of nonprofit organi-
zations in California over the disposition of the assets of California’s large
Blue Cross/Blue Shield nonprofit health insurer when it was being sold to a
private, for-profit insurance company. Such transactions became common in
the hospital and health insurance fields in the U.S. in the 1990s due to tech-
nological changes requiring increased access to capital on the part of health
care insurers and providers. Although state laws in the U.S. require nonprofit
institutions to channel the proceeds of any such for-profit buy-outs to be
preserved in some other charitable institution rather than pocketed by non-
profit boards or surrendered to for-profit companies, the state officials sup-
posed to enforce these laws often failed to do so. In response, a citizen
coalition formed in California to insist that such transactions be properly val-
ued and the proceeds used to establish charitable foundations. When Blue
Cross of California accepted the offer to be taken over by a private, investor-
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owned health insurance company for a fraction of its real value with the pur-
chase price to be pocketed by the nonprofit board, this coalition went to
work on the state authorities responsible for enforcing nonprofit laws. After
months of wrangling, extensive advocacy work, and complicated legal battles,
two new major foundations were created: The California Endowment with
US$3.5 billion in assets, and The California HealthCare Foundation with an
additional US$640 million. This led in turn to the formation of a national coa-
lition to monitor such conversions elsewhere in the country and promote the
PtP outcome, leading ultimately to the creation of close to 200 foundations
with assets now valued at over US$21.5 billion. In the process, this experi-
ence demonstrates the critical leadership role that civil society groups can
play in promoting PtP outcomes.

Ignasi Calvera, Head of the Strategy and Internal Communication Area
of “la Caixa” Banking Foundation in Spain then recounted the comparable
story of the evolution of this newest, and largest, PtP foundation. As in many
countries, mutual savings banks were created in Spain in the 19" century. In
la Caixa’s case, the impetus was worker protests in Barcelona in 1904 that
produced an institution with a dual purpose—to protect the earnings of
workers and to pursue charitable purposes. Like many such institutions, it
was privately run but “owned” not by private investors but collectively by its
members. From 1937 to 1977, however, under the Franco regime, la Caixa
became a quasi-public institution required to invest in government securi-
ties and to be run by government appointees. This changed in 1977 when a
multi-sector governing Council was placed in charge and professional man-
agers brought in. Thus began a robust period of growth during which the la
Caixa savings bank acquired key stakes in many industries and also expand-
ed its charitable foundation. When the 2008 financial crisis occurred, how-
ever, la Caixa and other Spanish savings banks were hard-hit, leading to a
2012 law that called for transforming the remaining savings banks—
including la Caixa—into joint stock companies. Because this institution was
at least quasi-public in character, with no clear individual ownership, owner-
ship was initially vested in the bank’s foundation, which was split off from
the bank. In the process, the “la Caixa” Banking Foundation ended up as a
free-standing charitable foundation with assets estimated to be worth over
US$20 billion—making it not only the largest known PtP foundation, but also
the second largest charitable foundation in Europe.
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l1l. Final Session: Next steps for the PtP Project

A final session of the conference then reflected on some of the lessons of the gath-
ering. In chairing the session, Dr. Wilhelm Krull complimented the various speakers
for presenting participants with a rich harvest of insights into past PtP experience
and future PtP prospects and called on participants in the final panel to identify one
or two most promising opportunities for the PtP Project in their respective regions
and the steps that could be taken to promote them. In response:

% Ezra Mbogori, Director of the Akiba Uhaki Foundation in Kenya and
Chairman of the African PtP Exploratory Committee emphasized two promi-
nent possibilities in Africa—broadband spectrum sales and stolen assets.

% Bhekinkosi Moyo, Director of the Southern Africa Trust and President of
the African Philanthropy Network, emphasized the need to engage govern-
ments in the PtP process and called attention to a working group that the
Southern African Development Community has established to explore the cre-
ation of a regional framework for resource mobilization among 15 Southern
African countries.

% Tomasz Perkowski of the Foundation for Polish Science—another PtP foun-
dation funded from proceeds of the privatization of Polish state-owned com-
panies in the early 1990s—expressed some caution about the further
prospects for PtP in Europe at present given the impact of the financial crisis,
the resulting indebtedness of many countries, and the rise of populist parties
hostile to civil society. He did see two promising possibilities, however: the ded-
ication of the proceeds of the so-called 1% tax mechanisms established to
support civil society in some Central European countries to be channeled into
foundations; and second, the tapping of stranded assets, which are substantial
in Poland, for the seeding of substantial charitable endowments as occurred in
the U.K. with Big Society Capital.

% Tao Tse, CEO of the China Foundation Center, called attention to a potential-
ly new PtP approach that is emerging from the “management buy-out” (MBO)
form of privatization that occurred in China in the 1990s. Now some of the
managers who acquired struggling state enterprises at bargain-basement pric-
es and grown them into substantial businesses, having gained considerable
wealth and built their companies into successful enterprises, have made
pledges to turn ownership of the resulting firms over to new foundations.

% Janina Gawler called attention to the growth of Chinese and Indian mining
operations in Africa; suggested that further information might be useful on
the “land disturbance payment model” in Australia; and recommended that
the PtP project focus some of its efforts on investment funds such as Gold-
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man-Sachs and Black Rock, arguing that PtP can reduce some of the uncer-
tainty surrounding foreign investments.

5o

Shazia Amjad, Director of the Pakistan Centre for Philanthropy, saw a
number of potential openings for PtP in Pakistan. For example, India has re-
cently adopted a law requiring cell phone operators to devote 1.5% of their
profits to social purposes, creating a model that could be followed in Paki-
stan and used to promote payments into foundations. A number of debt
swaps have occurred in Pakistan, but none of the resulting gains found their
way into charitable endowments and overall results were limited. PtP could
therefore be brought more prominently into such discussions going for-
ward. For all of this to be possible, however, the PtP idea will need to be in-
troduced more extensively to policymakers.

Against this backdrop, PtP Project Director Dr. Lester Salamon outlined a series
of next steps for the Project:

@ First, continued efforts to penetrate key stakeholder networks in the ma-
jor asset classes to which the PtP concept can be applied. Of special focus in
the near term will be organizations specializing in debt swaps and the pri-
vatization of state-owned enterprises while work continues to proceed with
networks dealing with extractive industries and stolen assets

@ Second, completion of the six “How-to” booklets that are under develop-
ment and their circulation to the key stakeholder groups.

® Third, preparation of additional case studies modeling the application of
PtP to different asset classes.

@ Fourth, the formation of additional PtP Exploratory Committees in differ-
ent regions, with China a particular priority.

® Fifth, identification and support for several PtP implementation efforts.

® Finally, continued efforts to locate resources to keep the PtP process going.

Salamon closed by thanking the participants for the richness of their presenta-
tions and the fruitfulness of the discussions.

The conference adjourned at 1:45pm on Friday, November 4.

For a complete agenda, speaker presentations, and participants list, please visit: p-t-p.org.
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PHILANTHROPICATION THRU PRIVATIZATION

The Philanthropication thru Privatization (PtP) Initiative is designed to ex-
plore the potentials for creating permanent charitable endowments by
tapping into the proceeds of privatization transactions. Numerous such
“philanthropication thru privatization” transactions have already occurred,
but they have never been systematically identified and analyzed. To un-
derstand this potential, the initiative has set about to identify the previous
cases of this PtP phenomenon, to subject a group of them to intensive ex-
amination, and to assess the potentials and desirability of implementing
the PtP concept in other settings where privatization is planned or under
way. The PtP Initiative is directed by Lester M. Salamon of the Johns Hop-
kins Center for Civil Soiety Studies and is housed administratively at the
East-West Management Institute (EWMI).

Support for the PtP Project has been provided by eight Italian foundations
of banking origin (Fondazione Cariplo, Compagnia di San Paolo, Fondazi-
one Banca del Monte di Lucca, Fondazione del Monte di Bologna e Raven-
na, Fondazione Cassa di Risparmio di Bolzano, Fondazione Cassa di Rispar-
mio di Cuneo, Fondazione Cassa di Risparmio di Fossano, Fondazione
Cassa di Risparmio Salernitana) through the Associazione di Fondazioni e
di Casse di Risparmio, by the ASB Community Trust in New Zealand, by the
Charles Stewart Mott Foundation in the United States, by the King Baud-
ouin Foundation in Belgium, and by the Volkswagen Foundation in Ger-
many through a grant to the Maecenata Institute in Berlin. An Advisory
Committee chaired by Dr. Wilhelm Krull, Secretary General of the Volkswa-
gen Foundation, is providing guidance and advice to the initiative.
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