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Jo Taylor

EXECUTIVE CHAIR,
PWIT STEERING COMMITTEE

When | was growing up, one of my favourite
Mancunian bands was New Order.

In 1983 the band released a 12-inch single called Blue Monday. The cover art was intricate
and amazing — cut to look like a floppy disk, featuring a brightly coloured strip encoded with
a secret message. The song and the cover were hailed as innovative, and it rose up the
charts, holding its place there for years. By all these measures, Blue Monday sounds like a
phenomenal success. But the story goes that the vinyl cost more to manufacture than it
could be sold for. So, when | bought my copy it cost the record company money.

When | accepted my first CEO job back in the early 2000s, | did not expect to be facing a
Blue Monday situation. By so many measures this not-for-profit organisation was
performing exceptionally well. An independent evaluation confirmed that the work we were
doing (focusing predominantly on Aboriginal communities) was having a positive impact
and doing what people wanted it to do. But as | got busy with the board and team to bring
in more funding and deliver more projects, | realised that the more we delivered on the
more the organisation was losing money.



| made a rookie CEO mistake of not interrogating the finances before | accepted the job.
When | did look closely, we discovered that projects were not costed properly. The price did
not include overheads. Recognising this we sought to address it immediately with funders.
But at the time it wasn’t a conversation anyone wanted to have. No one was willing to pay
indirect costs. So, for the organisation that meant that for each dollar we brought in, we had
to find a way to fill the gap between that dollar and what it actually cost.

The organisation worked at the pointy end of change on politically sensitive issues.
Communities trusted the brand grown over 25 years. The work was demonstrably effective,
which meant we were always attracting new projects and new funders. For some time | was
able to operate under the misapprehension that we were doing well. One year we'd even
made a small surplus. But when | really examined it, | found that over ten years the
organisation’s reserves had been slowly but surely eked away.

With the support of the board, | began to look at three key things that could help: raising
income, the operational model, and the revenue model.

Raising income

Through project funding, we had increased the organisation’s income by 100 per cent. But
we still needed to broaden its income streams. Even though our work was deemed to be
charitable, and we were a not-for-profit, the DGR status of the organisation meant that a lot
of charitable giving was not open to us. A simple technical fix would have been to change
the status. But, to cut a long story short, we pursued this until the point we received legal
guidance that we would not be successful in our bid, and we would have to be active in
parliament to apply for special dispensation for ‘DGL I'. At the time, with a Liberal
government in place, it was made clear that wouldn't be happening.

Operational model

We could see the social enterprise model was taking off in the UK and Europe. Although the
concept was relatively new in Australia, we recognised that we were essentially a social
enterprise. If we could grow a proportion of our work to be commercial that would help fund
our charitable work. It could be a way to bring in income that was not wholly reliant on
winning funding or government contracts, or tied. To do that we would need to really
understand our indirect costs, reprice everything and test them in the market.

Revenue model

All of our funding was tied to projects. Many times we applied for funding to cover the cost
of our overheads, but we were never successful in that. In the end, we focused on the social
enterprise model - applying commercial rates and looking at what investment would be
required to support the charitable work, and how long it would take us to turn a profit. Once
we'd done the modelling, we determined it would take two and a half years. The problem
was there wasn't two and a half years left in reserves. So, we went to all our existing funders
and allies and said we need this amount of money over two years to get us over the line.
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We also looked at getting a loan but, as the social enterprise model was not really
understood, people were not interested in loaning either at a commercial or concessionary
rate.

Finally, the board made the decision that the best thing for the organisation was to go into
hibernation and release its assets into the community. Over 18 months, with my 2IC, we
finished the projects we were funded to do and worked to make sure staff were supported
as best as possible. We tried to raise awareness in the sector about what was happening,
being really honest and open about the challenges we faced.

I'm still thinking about this experience but from the other side of the fence now. One of the
hats | wear in this sector is CEO of the Siddle Family Foundation, a new family foundation in
Australia. I'm keenly aware of the challenges for-purpose organisations face every day.
Letting go of some of the heavy feeling of responsibility that the great work of the first
organisation | led could not continue, | understand there are systems issues at play. The
work | do under the PWIT banner ignites conversations about how to ensure that the
organisations we fund really do have a solid base from which they can contribute to
change, and how can we can plug some of those gaps that exist because of the way that
funding is distributed, and the way organisations are reviewed and judged.

Overwhelmingly, the work that for-purpose organisations do in this
country is intricate & amazing. It is innovative and it is hard to do.

As Executive Chair of the Pay What It Takes Coalition here in Australia, | can report that we
are in agreement that if, as funders, they do not cover indirect costs, they are perpetuating
a starvation cycle. And it isn't good for them as funders, because it increases the risk that
their funding will not have the impact they want it to have.

In this report we have gathered a group of people who were willing to be open and honest
about the challenges of applying ‘Pay What It Takes’ principles. It may not be the kind of
report you are used to reading. (There is swearing!)

The people you will hear from are passionate about making a positive
impact. They describe some technical fixes, but mostly they describe what
is an adaptive challenge — making the shift to trust and transparency. If
both funders and organisations can work to do this together, we have the
best chance of avoiding more Blue Monday situations.
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Why this report

This report aims to grow the philanthropic sector’'s understanding of the Pay What It Takes
(PWIT) initiative, PWIT principles as they are evolving, and how they are being practically
applied in an Australian context. Through candid interviews, the paper presents some of the
implementation challenges faced by local funders and for-purpose organisations (FPOs)
who are at various stages of applying PWIT principles as part of their efforts to break what
has been named the ‘starvation cycle'.

In documenting these local voices and perspectives, this report points to the complexity
and potential of applying PWIT principles. Drawing on these experiences provides us with a
starting platform for the co-creation of guiding principles and solutions that will better
reflect the diverse needs of our sector. Many leaders in this report are participating in the
PWIT Guidelines and Principles for Implementation co-design initiative that is overseen by
the PWIT Coalition; led by The Australian Centre for Social Innovation and funded by the
Paul Ramsay Foundation.

Some funders in Australia have already begun to move towards flexible and unrestricted
funding to build mutual trust with grantees, with the eventual aim of moving towards
true-cost investment. But as Sam Thorp from Social Ventures Australia has written, really
‘paying what it takes’ requires funders to ‘fund the full cost of running a project including a
share of the indirect costs that are needed to support it. Indeed, the entire idea of direct
and indirect costs is a false dichotomy — every project requires both types of costs to be
covered to succeed.”

The report also aims to challenge old narratives that are used reflexively within our sector.
When we commend an organisation for ‘running on the smell of an oily rag’ or use any
metric that rewards ‘how much you can do with how little’, we are taking advantage of
people’s passion and commitment to social change. If you are an investor, you would not
invest in a business operating so close to the wire, so why would we push our FPOs towards
such a precarious position?

The PWIT principles outlined in this resource, and our interviewees reflections on them, are a
starting point. They invite a shift in mindset. You may be already thinking ‘all this is easy to
say but not easy to do’ - which is why this report exists. So we can create a community of
practice, share our experience, learning and tools, all with the goal of creating sustainable
FPOs that are consistently benefiting commmunities across the country, and not inadvertently
creating harm as they do it.

'Thorp, S. Paying what it takes to create impact (March 24, 2022).
https://www.socialventures.com.au/sva-quarterly/paying-what-it-takes-to-create-impact/



The Starvation Cycle

The term ‘starvation cycle’ refers to a situation where FPOs are forced to underinvest in their
core operational and infrastructure needs, such as administrative expenses, staff salaries,
technology, and marketing, to keep their overheads as low as possible. This
underinvestment can lead to a self-perpetuating cycle of financial vulnerability and limited
impact.

The concept was first popularised by the Bridgespan Group in a 2009 article titled ‘The
Nonprofit Starvation Cycle,’ based on a five-year research project conducted by the Urban
Institute’s National Centre for Charitable Statistics and the Centre on Philanthropy at
Indiana University. Researchers conducted 1,500 surveys of non-profit organisations. They
found several factors drive the starvation cycle, but they propose the first action to stop the
cycle is to challenge funders’ unrealistic expectations. Other drivers to address are the ‘do
more with less’ culture; misleading and underreporting of non-profit costs; and the
challenge of frank conversations between for-purpose organisation’s leadership and their
boards. ?

Local reports

Overheads play a crucial role in good governance and organisational efficiency, enabling
FPOs to achieve their impact. Global and Australian benchmarks suggest FPO overhead
percentages range between 26-33%. However, funding agreements in Australia often
allocate only 10-20% for indirect costs, despite research indicating that FPOs typically
require around 33%.

In March 2022, Social Ventures Australia and the Centre for Social Impact launched the
report ‘Paying what it takes: funding indirect costs to create long-term impact'. Four key
messages emerged from the report:

1. Indirect costs should not be used to assess organisational efficiency, effectiveness,
or fundability.

2. NFPs 'true indirect costs often far exceed the amount they are funded'.

3. Underfunding of indirect costs leads to lower capability and effectiveness.

4. The drivers of indirect cost underfunding are complex and deep-rooted.

The report presents the dire situation not-for-profits are facing. Capturing the findings from
the ‘Partners in Recovery’ series of reports - which included an analysis of the financial

2 Googins Gregory, A. & Howard, D. August 24, 2009.
https://www.bridgespan.org/insights/the-nonprofit-starvation-cycle
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health of over 16,000 charities using Australian Charities and Not- for-Profits Commission
(ACNC) data - they show that:

e 'Many charities operate with a thin or no margin: in the last financial year before the
COVID crisis, 25% of charities operated in deficit and an additional 35% operated with
a profit margin of less than 5%.

e Many charities operate with limited reserves: modelling found that a 20% decline in
revenue due to the COVID crisis would result in 17% of charities being at high-risk of
closing their doors in six months due to depleting their reserves.

e Many charities feel vulnerable: our late 2020 survey of over 200 charities found that
77% reported that recent events had put strain on their financial operations and 52%
were worried they would not be able to provide their services in the current
economic climate.”

The ‘Pay What It Takes' literature review: developing insights on the nonprofit starvation
cycle in Australia (2021) also described a situation where over the past decade the
starvation cycle has emerged as a driver of not-for-profit financial vulnerability.

Recent world events have only increased this vulnerability, contributing to a reduction in
revenue, delayed funding contracts, and cancellations contracts. Their ‘Pulse of the
For-Purpose Sector Survey’ found that in the wake of COVID- 19 '86% of charities
experienced a little or a lot of a reduction in revenue, almost 60% had planned funding
contracts delayed, and just over a third experienced cancellations of funding contracts.”

For more detailed definitions of the starvation cycle, indirect costs and direct costs,
see reports named above.

The Pay What It Takes Initiative

The Pay What It Takes (PWIT) initiative in Australia is a growing response to the Social
Ventures Australia and the Centre for Social Impact report ‘Paying what it takes: funding
indirect costs to create long-term impact’. The PWIT initiative comprises individuals,
philanthropic funders and for-purpose organisations committed to understanding what it
actually takes to create impact and paying for it. It aims to ensure that for-purpose
partners have access to the resources, connections and support required to create impact
now, and over the long term. This initiative exempilifies distributed leadership, recognising
that addressing such a complex and systemic issue requires a collaborative and
multifaceted approach.

3 Social Ventures Australia and the Centre for Social Impact (2022) Paying what it takes: funding indlirect costs to create
long-term impact.

4 Brown, J.T., Malbon, J., & Ramia, I., (2021), ‘Pay What It Takes' Literature Review: Developing insights on the Nonprofit
Starvation Cycle in Australia, Centre for Social Impact UNSW: Sydney

10



A brief timeline of
key milestones of
the PWIT movement
in Australia

MARCH 2022

Paying what it takes: funding
indirect costs to create

2021: Pay What it Takes
(PWIT) Coalition formed

P—

long-term impact — Social
Ventures Australia and the

Centre for Social Impact

JUNE 2022

Paying What It Takes workshop 2:

Practical full cost funding for NFPs
and funders (online) - Philanthropy

Australia, Social Ventures Australia
and Centre for Social Impact

JULY-DECEMBER 2022
Action Learning

Sets of 8 participants
exploring PWIT challenges and
opportunities — supported

by Philanthropy Australia

JULY 2021

‘Pay What It Takes’ literature review:.
Developing insights on the nonprofit
starvation cycle in Australia — prepared
by the Centre for Social Impact NSW

DECEMBER 2021

Counting the Costs: Sustainable funding

for the ACT community services sector
— commissioned by ACTCOSS on behalf

of the ACT’'s Community Services

Industry Strategy Steering Group (ISSG)
and the ACT Government and prepared
by Social Policy Research Centre, UNSW

MARCH 2022

Report launch: ‘Paying What It Takes’

approach to grant-making workshop 1
(online) - Social Ventures Australia and

the Centre for Social Impact, in conjunction
with Philanthropy Australia, supported
by the Paul Ramsay Foundation and
the Origin Foundation

JULY 2022

‘Paying What It Takes’ workshop 3:

Reframing indirect costs — values-based
communications (online) — Philanthropy

Australia, Social Ventures Australia and
Centre for Social Impact

DECEMBER 2022

Case Studies by Philanthropy Australia
- representatives from six organisations
who took part in these workshops reflect
on what they’ve learned



https://www.act.gov.au/open/counting-the-costs
https://www.act.gov.au/open/counting-the-costs
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-approach-to-grantmaking-report-launch/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-approach-to-grantmaking-report-launch/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-approach-to-grantmaking-report-launch/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-reframing-indirect-costs-values-based-communications-on-paying-what-it-takes-workshop-3/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-reframing-indirect-costs-values-based-communications-on-paying-what-it-takes-workshop-3/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-practical-full-cost-funding-for-nfps-and-funders-workshop-2/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-practical-full-cost-funding-for-nfps-and-funders-workshop-2/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-practical-full-cost-funding-for-nfps-and-funders-workshop-2/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-reframing-indirect-costs-values-based-communications-on-paying-what-it-takes-workshop-3/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-reframing-indirect-costs-values-based-communications-on-paying-what-it-takes-workshop-3/
https://www.philanthropy.org.au/about-us/publications/paying-what-it-takes-reframing-indirect-costs-values-based-communications-on-paying-what-it-takes-workshop-3/
https://www.philanthropy.org.au/paying-what-it-takes-case-studies-2022/

A brief timeline of
key milestones of
the PWIT movement
in Australia

FEBRUARY 2023

ACT Government Response to the
Counting the Costs: Sustainable funding
for the ACT community services sector

JULY 2023

Sector Sustainability Project
commences in ACT co-led
by Gov & NGOs

SEPTEMBER 2023

Summary Report informing
development of tools and
resources to support fully
costing partnership between
ACT Government and NGOs.

FEBRUARY 2024
PWIT Coalition starts working
with The Australian Centre for

%R

G

Social Innovation to co-design
PWIT Implementation
Guidelines and Principles

SEPTEMBER 2024

Report launch:

New Perspectives on applying
PWIT principles in Australia

—Y

—D

Report February 2023

MAY 2023

The Uncharitable Australia and
New Zealand Impact Campaign
Launched by The Social Impact
Hub. Private pre-screenings of the
Uncharitable film in Australia and
New Zealand for the critical change
needed in the charitable centre.

FEBRUARY 2024

The Pay What It Takes Charity
Consortium Australia (PWIT

Charity Consortium): is leading a
transformative campaign working
with Australian Not-For-Profits (NFP)
to address the critical challenge of
the crucial but often underfunded
area of overhead costs.

Launch of reframeoverhead.org

‘Pay What it Takes Charity Campaign
Report’ — This report, prepared by
ntegrity on behalf of the PWIT Charity
Consortium Australia, synthesises
extensive research including a
literature review, analysis of charity
communications, and surveys of
fundraisers and donors. It provides

a comprehensive overview of the
current landscape and actionable
insights for the charity sector.

‘We Need to Talk Differently about
Overheads NFP Guide’is a practical
guide for not-for-profit organisations
to communicate better with their
boards and funders about overheads.
The guide is based on rigorous
research and insights of the “Pay
What It Takes Charity Campaign
Research Report” above.


https://www.act.gov.au/__data/assets/pdf_file/0018/2422080/ACT-Government-Response-to-the-Counting-the-Costs-Report.pdf
https://www.communityservices.act.gov.au/__data/assets/pdf_file/0010/2309671/Summary-Report-and-Next-Steps-Tools-and-Resources-to-support-fully-costing-Partnership-between-NGOs-and-ACT-Gov-PDF.pdf
https://www.tacsi.org.au/
https://www.tacsi.org.au/
https://reframeoverhead.org/
https://www.socialimpacthub.org/uncharitable
https://www.socialimpacthub.org/uncharitable
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With the aim of capturing diverse
perspectives and the real challenges of
implementation of PWIT principles, we
conducted nine interviews with leaders
and emerging leaders in the for-purpose
and funding sectors.
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With the aim of capturing diverse perspectives and the real
challenges of implementation of PWIT principles, we conducted
nine interviews with leaders and emerging leaders in the
for-purpose and funding sectors.

1. Lisa Allan: Head of Fundraising, The Smith Family

2. Leah Armstrong: Regional Manager, Australia, International Funders

for Indigenous Peoples

Ella Colley: CEQ, Gum Tree Foundation

Craig Connelly: Partner, Perpetual Private

Sarah Davies: Chair, Australian Charities and Not-for-profits Commission (ACNC)
Rona Glynn McDonald: Director, First Nations Futures

N o o s w

Peta MacGillivray: Senior research fellow in the Yuwaya Ngarra-li UNSW partnership
with the Dharriwaa Elders Group in Walgett, NSW

Jen Riley: Chief Impact Officer, SmartyGrants

Cynthia Scherer: General Manager, Anthony Costa Foundation

We are grateful for their candid responses which add richly to our understanding of
the current landscape.

About the interviews

Interviewees were presented with emerging PWIT principles from global philanthropic The
Bridgespan Group and were asked to comment on their relevance in a local setting -
considering the distinct challenges and opportunities of both their organisations and the
communities they serve. Their edited transcripts form the body of this report.

The Bridgespan Group launched the ‘Pay What It Takes India Initiative’ in 2020 to
understand the extent of the starvation cycle in for-purpose organisations in India. In
working with local partners, Bridgespan developed a set of PWIT principles for funders to
adopt to support sustainable and resilient non-profit organisations.

The Bridgespan principles are:

e Develop multi-year funded-non-profit partnerships.
e Pay a fair share of core costs.
e Invest in organisational development.

14



e Build financial resilience.
e Embed diversity, equity, and inclusion (DEI) in grant making®

The Bridgespan Group also put forward the following main obstacles
in applying PWIT principles:

e Mindset and culture

e Trust

e Fear of economic downturn
e Speaking truth to power

According to our interviewees, not all the principles and challenges hold up in Australia, and
some dre considered to be missing. Instead, the themes and actions that came out of our
conversations can be found below. All the detail and nuance can be found in the edited
transcripts which follow.

Summarising what we found

Our investigation encompassed nine interviews with diverse leaders from
Australia’s for-purpose and funding sectors. From these we've unearthed crucial
themes, observations, and practices aimed at empowering Australion
for-purpose organisations to confront the myriad of complex challenges we
face. This summary synthesises their experiences, outlining strategies for
catalysing change within the philanthropic and for-purpose realms, particularly
regarding PWIT principles.

Challenges and Collective Experiences

Idiosyncratic nature of philanthropy
The multifaceted interests and motivations driving philanthropy pose challenges in
standardising grant-making practices.

Regulations and standards
Striking a balance between regulatory frameworks and respecting individual
philanthropists’ autonomy is imperative.

5 Venkatachalam, P., Rastogi, S., Sharma, A., Mehrotra, R., Shekar, L. & Thompson, R. (2023), Funder practices that strengthen
nonprofits’ resilience: lessons from Indlia
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Lack of common definitions and coding
Absence of standardised definitions complicates financial reporting, hindering expense
comparison across organisations.

Understanding how change happens

Whilst FPOs have embraced program logic and theory of change models to underpin their
vision and mission statements, it is much less common for funders to explicitly share the
theories that underpin their grant making and funding strategies. Increasing clarity, as well
as encouraging experimentation and curious exploration among funders and for-purpose
organisations about diverse impact models is essential.

Effective communication

Establishing common language, measures, and lexicon in the philanthropic sector to
facilitate better communication, collaboration, and understanding between funders and
FPOs.

Importance of reciprocal trust and relationships

Trust emerges as a critical factor in donor relations and fundraising, where transparent
reporting and tangible outcomes play a key role in maintaining stakeholder trust. It is also a
critical factor in discussions about funding overheads and the willingness of funders to
support them.

Shifting mindsets and reframing overheads

Overcoming entrenched perceptions about administrative costs is crucial. The sector must
re-evaluate the assumption that low overhead ratios indicate efficiency, and instead
emphasise that sufficiently covered overheads allows organisations to learn, innovate and
deliver on impact in ways they cannot when trapped in the starvation cycle. Global and
Australian benchmarks suggest FPOs typically require around 33% for indirect costs.

Actionable Steps Recommended for Funders and FPOs

Build trust through transparency
Trust emerges as a critical factor in donor relations and fundraising, and transparent
reporting and tangible outcomes play a key role in maintaining stakeholder trust.

Build trust through relationships

Highlighting the necessity of building strong relationships and trust between funders and
applicants through understanding needs and challenges, fostering open dialogue, and
collaboration.



Promoting good and promising funder practice

Funder practice encompasses various approaches to achieving the goal of paying what it
takes to create impact. In Australia, emerging philanthropic practices integrate PWIT
principles, often combining multiple strategies to promote effective funding.

Continuing to advocate for education and resources to promote PWIT principles
Publications such as white papers and guidelines are crucial for reshaping the funding
landscape. With a clear understanding of the power imbalance between funders and
applicants, funders have an important advocacy role in reframing overheads and
supporting FPOs effectively.

Encouraging FPOs to advocate for their needs

Funders can encourage FPOs to transparently advocate for their needs and priorities to
funders and stakeholders, overcoming fear and building trust in the funding process. This
happens most effectively when some element of trust has already been established and
the funder invites the dialogue.

Challenge the notion of minimising overheads

Instead, emphasise the importance of investing in organisational capacity and
sustainability. Additionally, there's a need to educate funders and stakeholders about the
benefits of funding overhead costs and shifting towards core funding models.

Support cultures of learning
There's a clear need to not only provide funding but also support learning cultures and
evaluation practices that foster continual learning and development within organisations.

Key Practices for Funders

Grantmaking practice

Developing clear funding priorities and strategies aligned with funder values and goals aids
funding applicants to understand what and how philanthropists fund and whether their
theories of change align.

Flexible funding

Providing multi-year grants and unrestricted funding helps build the capacity of
purpose-driven organisations, offering stability and resources for long-term planning and
growth.

Funding project grants

Project and program grants can be useful as part of the diversification of funding within
revenue streams. Funders can ensure that such grants pay their fair share of overhead
costs by:
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e Funding the actual indirect cost rates of grantees as calculated according
to an agreed-upon methodology;

e Establishing a fixed or sliding scale indirect cost rate on project grants that
is sufficient to cover most grantees’ indirect costs and in line with global
and local benchmarks (26-33%);

e Issuing flexible project grants that allow for surpluses and do not require
budgets delineating direct and indirect costs; and

e Supplementing project grants with general operating support.

Community engagement

Involving community members in the grantmaking process ensures that funding decisions
reflect local knowledge and priorities, promoting more responsive and equitable
philanthropy.

Organisational learning and growth
Prioritising support for organisations' learning, growth, and evolution recognises that
meaningful change takes time and requires ongoing improvement efforts.

Building financial resilience
Supporting FPOs in building financial resilience involves retaining working capital and
adequately funding operating costs to withstand economic shocks and uncertainties.

Impact investment and social finance

Exploring opportunities in impact investment and social finance offers alternative funding
mechanisms to traditional grantmaking, emphasising diversity of funding and financial
resilience.

Principles for Funders

Respect for for-purpose organisations’ expertise

Philanthropists and funders are urged to respect and celebrate the expertise of FPOs,
acknowledging their unique understanding of operational contexts and challenges. This
involves actively listening to grantees/applicants, comprehending their vision and
obstacles, and adopting flexible funding approaches to support their work effectively.

Building long-term relationships

Establishing and nurturing long-term relationships with funded organisations is crucial for
gaining a deep understanding of their work and providing meaningful support that drives
impact.



Transparency and open communication

Trust is cultivated through transparent and open communication between funders and
recipients. This entails engaging in honest discussions about challenges, mistakes, and
lessons learned, fostering a culture of mutual understanding and trust.

Equity and inclusion

Recognising the importance of diversity, equity, and inclusion in funding decisions and
organisational practices is vital for ensuring fair and equitable access to resources and
opportunities for all.

Flexible and long-term funding models

Acknowledging the need for flexible and long-term funding models that empower grantees
to effectively address complex social issues. This involves advocating for unrestricted
funding and providing resources for comprehensive learning and evaluation practices.

Data-driven decision making
Highlighting the critical role of data and evidence in making informed funding decisions,
ensuring alignment with strategic goals and desired impact outcomes.

Government Funding

Finally, it's important to address Government policies and practice.

The conversations highlight the necessity for policy reforms at the governmental
level to bolster support for the for-purpose sector. This includes initiatives such
as regulatory harmonisation, tax structure improvements, and the promotion of
workplace giving programs.

Furthermore, government engagement is crucial: continued advocacy efforts should be
directed towards advocating for changes in government funding guidelines and practice to
acknowledge the significance of adequately funding operational costs and to endorse
innovative funding models like the Capital Impact Loan.

Moreover, while the focus of the PWIT initiative and this report is primarily on philanthropic
funding, it's essential to recognise the role of government funding and regulations in
shaping funding practices. Government agencies are encouraged to embrace more
flexible and trust-based approaches to grantmaking to better support the for-purpose
sector.



Overall

This report underscores the imperative for collaborative action to address
challenges and foster a conducive environment for impactful philanthropy.

While diverse, the interviewees' perspectives reiterated that the misleading and
misguided metric of percentage of overheads is not the best metric to indicate
an FPO’s impact. There remains a need to shift the mindset of boards,

government and the general public around overheads, and the importance of
all stakeholders understanding how change happens and the unique
requirements of each community.

By embracing trust, reframing overheads, adhering to sound funding practices,
and focusing on understanding how to measure outcomes and impact
appropriately we can pave the way for transformative change in Australia’s
for-purpose landscape, to tackle society's most pressing challenges
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Perspectives
from leaders



Lisa Allan

PWIT WORKING GROUP
HEAD OF FUNDRAISING, THE SMITH FAMILY

Can you start by telling me about the role you're in?

| am the Head of Fundraising at The Smith Family, we're a 100-year-old Australian charity
focused on helping young Australians to overcome the educational inequality caused by
poverty. I've been here for 17 years, and have been on the executive for nearly seven. I'm
responsible for the team that delivers the majority of revenue (77%) that comes into The
Smith Family from generous sponsors, donors, partners and foundations. So, we are very
much a fundraising-led organisation as opposed to a government funded organisation,
which | know a lot of other not-for-profits are — as the Australian Charities and
Not-for-profits Commission (ACNC) cites on average 50% of revenue in a not-for-profit is
from government but our funding stream is different.

Where does the other funding come from?

The remaining 23% is from government, income from our VIEW Clubs (like a Country
Women's Association, but they are a Smith Family organisation that started back in the
sixties and raise over five million dollars year on year), as well as interest and income from
our endowment fund.



Let's talk about changing the narrative around the for-purpose
sector. The ‘make do’ language...

Well, I've kicked off an industry charity consortium. There's 15 of us, all working within
charities or who are supporting the charity space, to develop a theory of change and think
about the challenges we have with that narrative and how we can begin to tackle the
issues presented. This all rode on the back of the good work done by the PWIT Consortium,
including releasing the ‘Pay What It Takes’ report in March 2022 that highlighted the
not-for-profit starvation cycle and the negative impacts it has on the effectiveness of our
sector here in Australia.

But to think about it in terms of The Smith Family, my CEO, Doug Taylor, was involved in the
launch of the report. So, there wasn't that need to convince on changing the narrative at
higher levels internally. Through the consortium, | am hearing there is a need in other
organisations for that decision to go up to board level.

So, it is interesting to think about where one starts with each organisation and this
conversation. There will be a range of different audiences to engage and get permission to
be involved internally just to progress with some of this thinking. At some level, it will have to
go all the way up to the top, others would sit at a lower level.

From your perspective, what are the challenges of applying
PWIT principles?

Aside from securing organisational support, | think part of the challenge is this feeling you
need to start by having done full cost accounting in your organisation. Many of us haven't
gone there yet as it involves remits and skills beyond our control and often structures that
are probably commercial structures that have been adopted. It can seem scary and
daunting, and can feel like a bit of a catch-22. You can't do it without that detailed
transparency of your funding requirements, and without that, what do you reference to
ensure you're asking for appropriate funding? Internally, I've started with reframing the
language we use to support it, and am looking to lean into the full financial aspects
following that.

The other big hurdle is how do we create change consistently across the industry?
This is the larger nut to crack, as with 60,000 charities in Australia there will be a lot of

different funding models, representations and organisational maturities to consider —
they will all have different needs in applying the principles.




What does that (reframing) look like?

This financial year, renaming our annual report an ‘lmpact Report’ - because that's what we
know people are really looking for - the outcomes of an organisation to get behind. We've
also reframed our overhead projects and needs in our Annual Report to ensure we are
being financial stewards, engaged with partners and funders regularly to understand and
support our business models, detailed our investments and linked them to our impacts and
outcomes, as well as dialled down the minimising administration or overheads language.

The question of ‘paying what it takes’ are often closely associated with the question about
‘where are my dollars going’? goes back to trust in an organisation. We know with higher
levels of trust, there are lower the levels of scrutiny. Related to that lower level of scrutiny is
the fact an organisation has answered those questions already by providing a good sense
of what is being done and how it was delivered, demonstrating the outputs and the
outcomes. You're regularly reporting on those. This isn’t about hiding information - it's
about spending wisely, and being transparent and accountable.

The whole sector has defaulted to an admin ratio as an indicator of ‘good’ or ‘bad’
performance, but the research shows that it is a poor indicator of performance and
spending insufficient resources on overheads can negatively impact the

effectiveness of a not for profit. In addition, the ratio isn’t consistently applied or
calculated charity to charity, no one regulates it, nor is it a measure that is fair or
consistent across so many different organisations using different models of practice
and at different levels of maturity. That’s a problem.

In our latest Impact Report, we've removed items that had heavy emphasis on the
overhead ratio and tried to create a different story using our outcomes, principles and
practices.

Is that about adapting to the needs of who is funding each stream?

It is one of the drivers. We need to adjust the conversation based on our audience to
provide the information that they are seeking in a way that makes sense to them but also
meets your organisation’s needs. For example, when we go out with appeals, we're not
breaking down exactly where a dollar goes, but instead what it will do and how it will help
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the children and young people we support. People can find those breakdowns on our
website and in our financials if they want them. When you think about philanthropy, we find
there are generally three types of funders: those that are quite modern in their approach,
those that are quite traditional, and those somewhere in between.

As an example, we secured a six-figure donation from a traditional funder for an agile
project. Because it was an agile project, it would evolve and optimise as it went along, so
milestones weren’'t always concrete despite the end goal being a common target. The
funder wasn't as comfortable without clearly planned steps and planned progress. We'd
agreed some upfront deliverables that changed as we adapted our approach, and
essentially they paused their funding and asked us to resubmit when we were clearer on
our plans and trajectory. It was a learning for us both. As an organisation, we need to
understand and package the right pieces of our organisation and match them to our
funders’ needs.

So, we start to think about how organisations work and where we need to go in the future
and what that might look like, and what supports and education our stakeholder groups
need to come along the journey with us.

PWIT is a bit the same, as investing in overheads is not a luxury—it's essential for nonprofits
to thrive and fulfill their mission. We need our people and our systems, we need to invest in
fundraising as well as perform program measurement and evaluation to do our best work.
The goals of this initiative is to create positive industry change together by challenging
outdated views on overhead costs, whilst continuing to provide the transparency and
accountability a donor wants, and promoting a more sustainable nonprofit sector.

Do you benefit from unrestricted funding?

A large chunk of The Smith Family’s funding is unrestricted. We've diversified our fundraising
channels and streams to have a mix of funding coming in, that reduces our risk overall and
enables us to spend where the investment is required to maximise our impact.

In terms of the education piece and bringing your funders along, what
is the main thing you need to communicate or speak directly to?

It goes back to building trust. We've done a bit of research on it, asking ‘When you're
thinking about making a donation, what are you thinking about first, and what does that
look like?’
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And when we think about our supporters, the public, the first thing they talk about when
thinking about a donation is the right cause. Not a big surprise there. Their second criteria is
they want to make sure their investment is being used wisely.

That quickly breaks down into this, how are you spending the money? If 'm going to
give you $1, where does it go? When we ask them to pick which is more important,

making the biggest difference or spending the least on administration or overhead,
twice as many people pick making the biggest difference over spending the least
amount on administration.

Thinking about those drivers of trust overall, again, we need to show transparency,
demonstrate the effectiveness and impact a donation has made for a beneficiary, and be
accountable. Continue to prove we are financial stewards and respect a donor's
contribution, time and choices.

When a new funder comes along are there different things you
would be doing to cultivate that trust?

We often start by listening or responding to a prospective funder's needs. We want
partnerships where there is a mutual sense of purpose and value — both actively invested
and contributing in the communities we serve and are committed to driving positive and
sustainable change over the long term. This means communicating openly and building
the trust and credibility from the start.

One of the reasons I've been here at The Smith Family for the length of time I've been here is
| love the fact this organisation is data informed and can stand behind our work and
outcomes.

When | go to a funder | can talk about delivering X, Y, and Z program, and | can talk about
how at the end of each of those programs, we're going to evaluate that program. | can tell
them how many students found it beneficial. | can tell them what teachers thought of that
student’'s engagement after the program. We can also talk about the outcomes for that
cohort of 62, 000 students that we have on sponsorship, and about their trends in
attendance at school, their advancement through school and their engagement in further
education, employment or training.

We can answer so many questions. Are our programs helping, contributing to those
students attending more often than students who aren't supported? Yes. Are those students
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going on to higher levels of education through year 10, through year 12, than students who
aren't supported? Yes. And are our students actually engaged in further education, jobs or
other training in higher numbers? Yes.

So, we can talk activity reporting (of our programs, their participation and success), as well
as about societal outcomes. | think the fact we can go high level and we can go micro, we
can tell you whatever you want to know, does provide a big advantage when it comes to
seeking funding and finding partners to support our work.

In terms of PWIT, are there any stakeholders that require a whole lot
more work to bring along?

It's the more modern trusts and foundations are often opening the PWIT conversations with
us first. They've been the one to kick this stuff off. They've been quite innovative and
representative.

For some corporate partners they take much more of a cost return lens on the donation
they are making. How is their organisation benefiting? How is their brand association being
leveraged or lifted, and things like that. We also need to fulfil those needs for them. There’s
also more traditional trust and foundations. We might need to carve off a different way of
doing things for them that has clarity on delivery and outcomes.

There's an opportunity that exists with the philanthropy review that's going on at the
moment, for us to influence at a government level and have PWIT become second nature.
Traditionally, governments will give you approximately 15 percent for admin, and that's it. If
they are funding upwards of 50% of the sector they have a lot of sway. So, if we can get
them to re-evaluate this approach and think differently about what's required, that could
unlock for so many not for profits with a large reliance on government funding, all in one
swoop. And then why would a corporate not follow suit? We're trying to change industry
‘norms’ here.

What else needs to change at a government level?

Streamline, harmonise and make it easy to give. We're national and we've been national for
probably 80 years of the hundred, so that's always built into our plans. But there are others
that can't expand into different territories or states because the cost and burden of
regulation. So, | think there is a regulation harmonization piece, and tax structures too.
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| know there were a number of others in the sector looking at how to unlock the fundraising
opportunities that exist from changing the structures behind bequests and superannuation.

The other one that I'm always really interested in, being American, is workplace giving. In
America, Switzerland and the Netherlands giving is expected. It's part of being a good
citizen. When you get your first job, part of that paperwork is to fill out the workplace giving
form. You think about who and what matters to you or your family and who are you going to
start giving to.

In terms of the larger systems that exist, our industry doesn't have a large lobby group. So,
it's up to respective consortiums coming together to do work that is quite fundamental and
could be transformative in adoption. We're a hugely important sector, employing ten per
cent of Australia’s workforce delivering vital and life changing services to our community
and economy. Yet charities can’'t be run on charity and be expected to survive. We must
solve the vulnerability loop and ensure NPFs continue to contribute to the future productivity
and wellbeing of Australia.

The Pay What It Takes report included analysis of ACNC data from 16,000 Australian
charities confirming that the starvation cycle occurs in Australia and found:

e Imposing caps on overheads leads to lower organizational capability and
effectiveness. It stressed the fact overheads alone are not a good measure of a
successful nonprofit

e Nonprofits’ actual overhead costs often exceed the funding they receive. On
average, overhead accounts for 33% of total costs

e And there were complex underfunding drivers: The reasons are multifaceted and
interconnected, making standard solutions ineffective

The PWIT Charity Consortium then began its own research to validate donors’
perspectives and published a Research Report which showed:

e 4out5 (80%) of donors reported they do not search for overhead costs when
donating to a new Charity, and only 2% of donors know the percentage of
administration costs for their chosen/favourite charity!

e Most charities were advocating and using limited and limiting language in how they
portray overhead.

e Donors want NFPs to spend their ‘investments’ wisely, and to do what we say we will
do with the money.

e They also want more reporting on the effectiveness and outcomes of their donations
— how we're improving the lives of our beneficiaries

e Donors even have a positive perception of the role fundraising plays in creating
impact, especially when framed as a ‘multiplier’ (eg for every $1invested, it returns
$3+ to invest in our programs)
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We took these findings and created a simple 4 step guide for not-for-profits, offering
practical steps to reframe overheads backed by Australian data:
1. Reframe Language:
a. Use descriptive and informative language, emphasizing terms like
“governance,” “fundraising,” and “sustainability.”
b. Avoid vague phrases like “capacity building” or “organizational development.”
2. Reframe Visuals:
a. Move beyond simple pie charts showing what goes to programs vs doesn't
b. Break down investment details to demonstrate the complexity and necessity
of overheads.
c. Visualize the impact of fundraising—show how every $1 invested returns to
support programs (industry averages range from $2 to $4+).

3. Link Overhead to Impact:
a. Include details about the outcomes and impacts of your organisation

4. Leverage our Annual Reports (AR):
a. Use ARs as inspiring impact reports, going beyond mandatory reporting
documents.
b. Showcase the organization’s achievements, emphasizing the role of overhead

in achieving those outcomes

This is then complimented with the good work going on within the Coalition focused on the
funders side to reset their beliefs and practices.
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Leah Armstrong

REGIONAL MANAGER, AUSTRALIA,
INTERNATIONAL FUNDERS
FOR INDIGENOUS PEOPLE

Can you tell me about your new role?

As Regional Manager in Australia for the International Funders for Indigenous Peoples (IFIP)
it's an exciting time to be talking to philanthropy in Australia and engaging more with
philanthropy on the way we think about funding, Indigenous-led and Indigenous-controlled
organisations in Australia.

IFIP has a 25-year history globally in working with major philanthropic foundations who are
committed to providing direct funding to Indigenous-led organisations. This is something
that has been a passion for the work that I've done prior to this — supporting Indigenous-led,
controlled, and governed organisations and building them to achieve self-determination.

What other roles do you hold in the sector?

I've been the chairperson for First Australians Capital for the last four years. | was previously
Managing Director, but | stood down from that. | hold other advisory roles. I'm the chair of
the First Nations Advisory Group for the Reserve Bank of Australio, a representative on the
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Indigenous Peoples Economic Cooperation Trade Agreement, which is a partnership with
DFAT. And I'm on the advisory group for the Nature Conservancy in Australia.

With all the roles you hold and the insights those roles give you, are
the emerging principles of Pay What it Takes part of the
conversation in those spaces?

I'm also on the Philanthropy Australia’s First Nations Governance Committee and chairing
their First Nations Funders Network. So, definitely, in those realms with Philanthropy Australia.
In that context, there’s the understanding that Pay What it Takes for Indigenous
organisations is critical.

So, there's a question around the quantum of philanthropy money that is earmarked for
First Nations organisations, and how much of that is actually going to First
Nations-controlled organisations.

And then, with what is going there, how much of that is ‘paying what it takes’ to really
achieve the outcomes and the impact that Indigenous organisations are making. So,
there's two parts to that conversation, | guess.

How do the emergent principles of PWIT stack up for you? What is
glaringly missing?

In the context of giving overall, | think those principles are definitely important and
significant for First Nations organisations. And | think, again, without trying to labour on, it
comes from the perspective also of saying, ‘Okay, how much funding or giving is actually
going into First Nations-led organisations? How much of that funding is multi-year?’
Whether or not that is enough to cover their operational costs and take into their
remoteness and support the skill set. Maybe from a Western perspective, the skill set is not
there, but from a cultural perspective, it is there. So, acknowledging that as well. And is there
enough to actually bring in technical skill sets the organisation may need, for example
around IT development or marketing and strategy development.

The cultural context must be considered as well, in terms of responsibilities as it is the
relationship building that is important.

In terms of the principle on diversity, there is a need to build diversity into philanthropic
organisations so there’s an understanding of how to build relationships, and how to engage
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with First Nations groups, but also bringing their lived experiences and mindsets to change
philanthropy. It's looking at more multiyear funding going into its Indigenous organisations.
First Nations or Indigenous organisations have the solutions on the ground. If you look at the
work that the Aboriginal community-controlled sector is doing, it is far better than what
government agencies or other not for profits doing.

They're achieving the outcomes in a cultural context, and they're doing it in their own
way. So, there needs to be a recognition of that. There's more in that in terms of
relationships and cultural governance and | don’t know how you would even put a

value on that. If Pay What it Takes is 30% does it go to 33%? There needs to be a
recognition of that specific cultural governance piece, which is critical.

In terms of cultural governance, what resourcing does
that require?

We have a responsibility to our communities, and that does require us to engage more and
have more responsibilities and to inform more, and we also must operate in two worlds. So
having the skill sets to operate both in the Western environment with funders, government,
other service providers, as well as our own communities. It is a requirement. It is a kind of
expertise, knowledge base and skill set that we bring to achieving that outcome. But we
never get recognised for that and we're never funded effectively to do that. We do it
anyway because we have to, but it's never recognised in the funding that's going into
communities.

Have you seen that being recognised and supported in other
countries or other cultural contexts that could be a helpful model
for Australia?

There's been a lot of work and research done that has been long-term research and, and
with a nation-building approach. Reconciliation Australia and the Centre for Aboriginal
Economic Policy Research looked at what was happening in the US through the Harvard
Project on Native American Economic Development.

The Harvard Project has been a guiding light on both economic self-determination and
governance for many other groups. The work that Reconciliation Australia and CAEPR did
over a number of years around community governance in Australia piggybacked on that
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work. Recognizing nation building and cultural governance in those communities you get
greater self-determination, and greater outcomes for our communities.

Looking at the principles of the International Funders for Indigenous
People’s, the five ‘Rs’ — respect, relationships, responsibility,
reciprocity, and redistribution — what are your thoughts on these as
guiding principles in an Australian context?

| am absolutely in support. Those guiding principles for us are mandatory in the work that
we do. There's been a lot of movement around relationship building in Australia and respect
through the Reconciliation Movement in Australia. Respect and relationships are key to
working and developing, whether it's through philanthropy or organisational relationships. |
think what's probably more specific around IFIP's work is ensuring that funders or
philanthropic investors understand what the UN Declaration of the Rights of Indigenous
Peoples (UNDRIP) means and certainly centering self-determination as part of that.

Not many philanthropists or investors quite understand the importance of
self-determination, or UNDRIP itself. Although | will say there is a growing awareness around
UNRIP and the principle of free prior informed consent.

This is something to consider in terms of relationship building, where there might be access
issues — access to data, access to sites or development opportunities. So free prior
informed consent is mandatory, in terms of working. And it's not just at the beginning of the
relationship or a project. It's an ongoing conversation. There's growing awareness and
willingness across Australia, and there's a lot of goodwill to build respectful relationships
with First Nations groups.

But for Indigenous people it's understanding that that relationship is not just the relationship
between us and funders. It's our relationship with our communities. It's our relationship to
our land and country. It's that holistic relationship that we respond to.

In terms of responsibilities, we have responsibilities to be transparent and accountable to
our communities. So again, that responsibility from funders is to ensure that they're being
transparent. In terms of reciprocity, it's Indigenous giving and ways of living. | think there's a
lot more discussion and understanding that needs to grow in the Australian context around
that reciprocity and ensuring this mutual benefit and solidarity with First Nations groups.
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Redistribution comes back to this conversation about Pay What it Takes. It's also
about redistribution of power, not just the redistribution of funds. Recognising that to

build trust is also to release and relinquish some power. And redistributing that. You
have to recognise where your limitations are in letting go of certain perspectives,
certain power positions, trust someone else who's with you to achieve the outcome.

I've circled back to this concept of self-determination, which is central to the work I've been
involved with for the last 30 years. Funding in a way directly to Indigenous-led organisations
is an act of self-determination because it is an act of trust and relinquishing power.

Do you think non-Indigenous people get tripped up by the word
‘self-determination’?

They may not have been conscious of or used the language of self-determination. But it's a
way to consider that we all want to be self-determining in our lives. Some have had greater
privilege, greater resources, and been given lots of more opportunities than others. If you
think about your own personal perspective, you want to be self-determining about, to the
extent that you can, where you live, what school you go to, what political engagement you
have. We all want to have and make choices for our own lives. For Aboriginal and Torres
Strait Islander communities, that's what self-determination is. We want to have the rights to
determine our own cultural, economic, and social life.

With your new role, what are the changes you want to see?

Again, I'd like to see a significant shift in the way philanthropic funds are vested and
directed to Indigenous-led and controlled organisations in a way that builds
self-determination. And it's done in line with the five principles, the five ‘Rs’ that we've just
discussed.

How will you know you’ve been successful in that?

We need to understand the quantum amount that is actually going into Indigenous led and
controlled organisations. Currently, there's no clear data around that. So, we need to do that
research to get that data. Right. Also, to kind of see a lot more Indigenous voices in
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philanthropy. There's definitely a growing cohort. But we have to be mindful that we need to
not overburden our leaders in all these sectors. How do we bring through younger voices as
well to help fill that gap?

We're trying to create networks of Indigenous organisations to speak into philanthropy, to
funders.

In terms of the Indigenous organisations that you work with and

have, relationships with, is there anything that you, would like to
see them doing differently in terms of their engagement with the
philanthropic sector?

| don't think it's so much about doing differently. | think it's been a matter of access and,
opportunities to have these conversations with philanthropy. I think this is where we can
play a role of bringing them together so that they're not in isolation.

| believe it should also be part of the responsibility of philanthropy themselves to reach out,
to share their networks, and to bring Indigenous funds into those conversations, rather than
Indigenous funds going around trying to knock on individual doors.

If the philanthropic sector did centre and, and value Indigenous
knowledge and, and Indigenous, systems and principle, what do
you think needs to change immediately?

There needs to be a shift in the power dynamics and recognition of Indigenous knowledge
in an appropriate way, as opposed to Western knowledge or science. And knowing that if
you really are about addressing the issues of Indigenous disadvantage, then it requires
Indigenous led organisations to do that. The Indigenous Governance Awards are a good
thing for funders to look at because they really highlight what it is.

Funders need to consult with whoever they're funding, and if it's appropriate, go out and
have those conversations on the ground to really understand if that partnership is going to
be a respectful relationship, centred in reciprocity and redistribution. Take the time to go
out and sit with people. Allocate time and resources to do it.
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Ella Colley

PWIT COLLLABORATION GROUP
CEO, GUM TREE FOUNDATION

Can you start by telling me about your current role and your
relationship to pay what it takes?

| started at Gum Tree Foundation in February 2023, and | am the first employee. So, there’'s a
huge amount that I've inherited from the people behind the foundation. I've never heard
any of them use the words ‘pay what it takes’ but it is what they've been doing for a lot of
the organisations we partner with. | can’t think of a single example of current funding that
we're giving that isn’t untied.

The board know that's what organisations need. It's a function of their approach being very
trust-based and also, quite frankly, to do with time. Until | started, the founders were
managing the foundation themselves, in addition to a whole range of other responsibilities.
For them, they simply didn't have the time to nit-pick specific projects.

They found organisations they connected with, and that they trusted, and they started
funding them. A lot of those relationships tend to be ongoing, involving core funding over
many years. But rarely did they put a multi-year commitment in place. In fact, | think we've
only got one currently, which is quite a large commitment over five years.
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For us, we realise this is a missing link. Having worked in not-for-profits my whole career, |
know that it's really hard to plan without multiyear funding. While | think it's amazing that a
lot of the funding that we have given over the years is untied and ongoing, there is an
opportunity for greater impact by communicating those commitments.

What's the mix of nurturing long-term relationships with
organisations and starting new relationships?

It's both. But in the short to medium term, our focus is definitely on building stronger
relationships with our existing partners and gaining a deeper understanding of what they
are doing.

Up until this point, the foundation has funded broadly across three main areas - supporting
environment, humanitarian, and First Nations organisations. We've been working together to
try to refine those areas and get clearer about what we believe makes change in these
spaces. Asking ‘what kinds of organisations do we want to be funding?’ And ‘what do we
look for?’ Previously funding decisions were always very intuitive, very heart-led. And while
we are mindful of not swinging too far into rigid strategic frameworks, we do want to be
clear about what we're trying to achieve, the kinds of organisations that we really want to
support and how we support them more actively.

Do you think the board you're working with now have their heads
around how change happens?

Yes, and | think their ideas around it have evolved too. In the past much of the funding was
to organisations with very tangible outcomes. For example private land conservation, or
medical relief. Our funding is now more diverse in terms of its theory of change.

The board understands that real and deep change takes time - especially when it comes to
working with nature - and they're interested in the kind of change that comes about in 50 or
100 years, not one or two. So that's exciting. And | think that has flowed down into the
expectations we have of grant partners. We don't expect any specific grant applications or
grant acquittal documentation or anything along those lines. It's very relationship-led. What
our directors do want to see is that those organisations are learning and growing and
making mistakes and evolving through that process. And where appropriate and possible,
actual change on the ground as well.
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It helps that the founders of Gum Tree Foundation have personal experience managing
conservation projects, including a regenerative/permaculture farm. They're on the ground
doing some of this work themselves, and so they understand how hard it is.

How does the board get line of sight to the organisations they fund?

With the organisations we are most committed to, we make an effort to meet and, where
appropriate, visit the work that they're doing. But there are some organisations that we
haven't been as active with. In the past, most organisations receiving Gum Tree donations
were told ‘here is a donation, take it and use it for whatever you want but please don't
acknowledge us or contact us’. Some of those organisations wanted to make a connection,
because it helps to know who you're working with and what they care about. But in the past
there just wasn't the capacity for the foundation to build and maintain those relationships
with all of the funding partners. Now I'm here, I'm trying to change that.

Aside fromm communicating the values and focus of the foundation,
what are other ways to build trust with your recipients?

It’s a two-way thing. It’s not just about us trusting them, but them trusting us.
It's time, preferably face to face, preferably where you can see or experience the work

of the organisation in some way, shape or form. On top of that, for us, it's also about
getting a sense of the gritty side of the work and not just the shiny stuff that gets
presented in an impact report.

Like I say, what's important for our board is having organisations we're funding be real with
us about their challenges and the mistakes they've made and the things that they've
learned along the way. For our board, that sense of growth and development as an
organisation is really important and ultimately one of the main things that they really want
to be funding. It does take trust and time for organisations to feel comfortable sharing that
with the board and with myself.

What is the change you want to see within the Foundation in terms
of pay what it takes?
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I'm really grateful that I've come into a space where, without setting out to intentionally do
so, the board have been embracing many of the principles of trust-based philanthropy and
funding organisations to do their core work.

I would love to see us providing more multi-year commitments to organisations that we

have a strong relationship with. It just requires us to think ahead a little more - and time
to have these conversations.

The foundation is currently going through quite a significant shift already. Since | started in
the role, we've been working to get a clearer funding framework in place. Once that’s done,
then we can move on to having conversations about if we are open to offering multi-year
agreements, who should we offer that to and when, and at what level. Having said that, the
one multi-year agreement we do have in place was a decision that was made very quickly
by our directors in a catch up with the organisation, on the basis of trust and the great work
they are doing.

Is there an acknowledgement within the board that a certain
percentage of funding goes to overhead costs?

If an organisation wants to allocate 100 percent of our funding to overhead costs, then they
can do that.

We're on a journey, just like everyone else, and that takes time. There are some things | think
we're doing really well and there are other areas that over time we will learn and grow in.
Hopefully we'll do that with the feedback of our partner organisations, which they will feel
comfortable giving because we will have worked hard to build that trust.

What is one thing you would love to plant in the heads of board
members and funders?

For me, it comes back to really respecting and celebrating the expertise that exists in the
not-for-profit sector and never thinking or assuming that we as funders somehow know
better or can fully understand the actual context of changemaking on the ground. So just a
deep, deep, respect for the people doing the work.
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Craig Connelly

PWIT WORKING GROUP
PARTNER, PERPETUAL PRIVATE

What is your current work context?

I'm currently a partner at Perpetual Private in the Community, Social and ESG investment
area. Primarily I'm responsible for starting to deploy philanthropic consulting services to not
for profits built around this new product called the Capital Impact Loan, which is very
relevant to today's conversation. Because it is about deploying Private Ancillary Funds (PAF)
and Public Ancillary Funds (PUAF) balance sheet capacity as a loan to generate untied core
funding for between 10 and 25 years in support of not for profits, which means ‘pay what it
takes’ is irrelevant because all spending is prioritized by the organisation. I'm working at
Perpetual four days a week, and one day a week I'm pro bono on two boards and also
consulting to a university and an international funding network.

In these various roles and contexts is the ‘pay what it takes’
conversation live?

Oh, most definitely, and not necessarily using that term. But the concept that pay what it
takes reflects, which is, you know, funding charitable organisations so that they can thrive
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and to not question the allocation of grant funds to organisations based on a simple
financial metric that ignores the impact and outcome - then yes, that conversation is live.

What part are you playing to invigorate it?

According to Philanthropy Australia, my article on Capital Income Loans is the most visited
page on their website, aside from their homepage, this year. The whole concept of the
Capital Impact Loan takes pay what it takes a little bit further. Because if you think about
pay what it takes, that's about the deployment of grant funds by funders more effectively to
empower organisations by covering all relevant costs that organisations need to cover and
treating those organisations with the respect they deserve, as opposed to having this
ridiculous power imbalance that we know occurs.

So, the Capital Impact Loan is about shifting balance sheet capacity into an income
producing environment and all income is available for the not for profit to then deploy,
consistent to a strategic plan and all operating expenses they fund are prioritized by them.

How far along is that?

I've got seven not for profit advisory clients now at Perpetual. The first ever Capital Impact
Loan has been approved by a Go8 University Council. I've literally just finalized the review of
the marketing document that will go out to prospects. That'll be publicly launched probably
in February 2024, but private marketing has already started, and that'll be a 200 million
Capital Impact Loan. It will allow the market to really interrogate and understand what this
concept looks like, as a product opportunity. So, it's progressing very well.

What I'm suggesting to all my not-for-profit advisory clients is you're far better to be second
or third and not first considering a Capital Impact Loan. And that was very intentional on my
part. I've been assisting the university since March 2023, mainly in a pro bono capacity, but
currently in a paid capacity. And I'm very hopeful that we'll really start to shift the dial.

There was a round table in Canberra early this week on social impact investing, and that's
wonderful. Paul Ramsay Foundation came out and said they're going to allocate 60 million
as recyclable capital seeking social impact investing opportunities. If you just shifted five
percent of the asset base of private ancillary funds and public ancillary funds into Capital
Impact Loans, that's 800 million of capital, yielding 40 million of income every year in the
form of high-capacity core funding grants supporting our best changemakers. It's a no
brainer because of the sheer scale and impact it could have.
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So right now, what's in the way?

The reluctance of funders, who in this instance would be lenders because they're lending
money under the structure of a Capital Impact Loan, ceding control, genuinely considering
a funding timeline of a minimum 10 years, maybe as long as 25.

Deploying a balance sheet as opposed to grant funding directly in support of organisations
is very new and it will require a lot of education to improve understanding. What's missing
or what's the roadblock to enabling this is actually those prospective lenders having
something to feel and touch and really get their teeth into. Which is why the Go8 University
when it launches the Capital Impact Loan will be so important.

How much are you having to coach them along?

The reason for the article in August through Philanthropy Australia was to start that
conversation. And the reason why I've then posted a couple of articles on LinkedIn is similar
— to start raising awareness. Through the premarketing phase for this University Capital
Impact Loan, I'm going out to mainly intermediaries because it's so important to get to
lenders and also organisations like Australian Impact Investments just to educate them and
answer their questions. So, there's a big education piece.

How do you address the ‘reluctance to cede control’ aspect?

| think that is far easier dealt with if you have a wonderful philanthropic opportunity. People
are not going to contemplate lending money to any organisation they don't think is of the
highest quality that has appropriate and sophisticated governance processes in place,
good quality management team, a track record of impact and a capacity to amplify that
impact to benefit either people or the environment. So, | think if the philanthropic argument
is strong, then you're a long way down the path of getting them to engage. In considering
this as an investment opportunity.

In the work that’s brought you to this, what do you see are the
benefits to funding overhead costs?
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There are a few things. Sitting down with not-for-profit leaders in my time as CEO of the
Potter Foundation, and particularly in the last couple of years when | was thinking about this
idea, some of our best changemakers are spending too much time fundraising and not
enough time thinking about impact and outcomes. The way | describe that is funding
overheads properly — | don't think paying what it takes works without at the same time
thinking about the duration of funding as well.

Because if you pay what it takes, but it's still 12-months funding and it's transactional and |
don't care about pay what it takes because that's not high-quality grant making. So, you've
got to have pay what it takes aligned to educating funders on the value of longer duration
funding and by that | mean minimum three and up to five years is where people’s
headspace seems to be, so effectively core funding for that duration.

If you provide organisations with that sort of funding structure, they can actually
start to lift their eyes to focus on the impact and spend less time fundraising. Two,
they can attract and retain better quality talent because they can put them on

proper employment contracts. Three, they can flexibly respond to issues as they
arise, which result in costs they need to spend to just support the scaffolding or the
critical components of their business, whether that's IT spend or cyber security spend
or other systems spend or additional staff in whatever area or whatever it might be.

Having the flexibility to take funding and apply it to your business as your business
demands it is something for profit organisations take for granted. The not for profits scratch
their head and go, | haven't got a funder for that. How do | do that? So, the benefits are a
capacity to operate professionally and appropriately, | think.

Do the Bridgespan Group’s emerging principles hold up for you?

Nope, but let's go through them. So multiyear funding, yes, | agree, obviously. A fair share of
operating costs is counterintuitive to me. Define fair share and tell me that you can do that
whilst levelling the playing field. Because fair share, by its very nature means the funder is
making a determination as to what's fair.

And that's anathema to the provision of core funds. Their fair share needs to be changed to
provide core funding where the allocation of grant funds to support necessary operating
costs is the responsibility of the grantee. That's what | would change. Which then captures
organisational development, effectively, because that's a subset of that. So, 'm comfortable
with that.

43



What about building financial resilience?

They should specify that organisations should be empowered to retain a portion of grant
funds to strengthen their working capital on their balance sheet. That's what organisational
resilience looks like. Organisational resilience in my mind, and this is from my experience
over 30 years and running a couple of businesses myself, is having the financial capacity to
adequately deal with shocks so that if you need to carry something for a time, you can do
that.

That is about working capital. And so, | think it'd be better if Bridgespan said, what is an
acceptable minimum level of operating cost coverage you have reflected in working
capital on your balance sheet? Most non-profits will carry between three to five months,
and what they need to carry is 12 to 18 months.

What about the principle of diversity, equity, and inclusion?

I'm very comfortable with that, but that is different to a pay what it takes approach because
that's adding a layer of consideration to your grant making, which is non-financial related.

So that gets back to my earlier point. If you elevate your thinking around funding to take it
away from a fair share of operating costs to the provision of core funding prioritized by the
grantee, then as long as the grantee has suitable policies around diversity, equity and
inclusion, then they can enact those.

So, | don't make a decision on it. All 1 do is | ask a simple question. Does this grantee have
adequate policies around diversity, equity and inclusion? What are they? They're authorized
to then allocate money to fund those as they see fit.

What about the things they put forward as getting in the way?

Mindset and culture, both ways. | agree entirely. The way | address that in my new role at
Perpetual, I've got what | call a general advisory client, and it's a large not for profit I've been
helping.

They've got a new strategy. And the question was, how do we implement a philanthropic
strategy that supports our vision, mission, and operating strategy? What we said to them
was, you've actually got to really dig into what activities you're currently funding and ask

what do they achieve? And what do you hope to fund with your additional funding? What
are your expectations to achieve? And not be thinking from a project perspective and
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getting A, B and C funded, but always bringing it back to what are the outcomes or the
impact that you're looking to achieve and how that aligns to your strategy.

Think about that first and have your approach to funding as a means of supporting
attainment of that strategy. And as soon as you do that, what you start to bring into the
conversation is the entire operating cost base of the organisation, because that's an output
of the strategy. And the CFO has a three-year operating cost forecast.

And so, you're not trying to allocate funding to projects, you're just saying this is our overall
funding need, this is why it's important. And that's a mindset shift for the organisation. And
it's a capability shift as well. It requires their philanthropic team to properly engage with the
service delivery people internally if they have those, which this organisation does.

To understand the operating strategy, to understand the rationale for the activities
undertaken and to change the language in their pitch, because all of a sudden, their
language is around core funding grants for everyone they go to. And even if there's a
project grant, the project grant doesn't try to justify overheads.

It just says this is the cost of delivering and here's the rationale for it. So, I'm really happy
with that mindset culture shift on the other side for funders, talking about provision of
multi-year core funding. That's what you need to say to every funder is provide multi-year
core funding. | don't care what multi-year looks like to you, just make it more than two, and
core funding needs to be about shifting power. Which is back to the second point they've
raised, which is trust. So, | actually think mindset, culture and trust, you know, are parts of
the same issue.

Fear of economic downturn? | mean, give me a break. Really, | just, | find that very frustrating
because economic cycles are going to be with us every year. And so, you don't just give
more and think less about it because you're in boom times and then all of a sudden
become really concerned in hard times as a funder. That's ridiculous. If anything, if there's
an economic downturn, funders should lean in and give more and it's not for a not for profit
to worry about economic cycles. All a non-profit needs to do is understand what its cost of
service are, what its aspirations are, and raise funding to fund it.

Speaking truth to power comes back to mindset, culture and trust. Because, the reason why
people are afraid to speak truth to power is because they're shit scared of someone saying
no, or they don' trust their pitch, and, and they're not adequately informed as to why it is
they're in the room.

And if you go back to my earlier comments, if you have a philanthropic team and an
executive who's completely aligned around strategy and aspiration and ambition and why
it is we're asking for money to fund these three or four things, then speaking truth to power
is not an issue because your truth is your need. It should be pretty simple messaging.
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What else would you say to grantseekers about making a better
case to funders?

Have a really well articulated ask and then just be honest with your funders about why
you need the funding and do not accept anything less. Have a cohesive and coherent

strategic plan. Make sure that strategic plan articulates what it is that you do and why
what you do matters. Don't just go seeking people and try to fit into their funding criteria.
Understand your case. Data speaks to funders as well.

Is there something at the government level you'd like to plant?

So, I've literally already planted it in the last week. | met the Deputy Secretary of Treasury on
Monday and said the government should change the PAF funding guidelines to approve
Capital Impact Loans as an improved asset class, for example. And as part of that
conversation, if elsewhere in the funding guidelines, the government can indicate a
preference to ensure that grantseekers operating capacity is adequately funded as part of
grant funding or charitable giving that would be powerful. And that would then require
governments themselves to start to do that because governments don't fund overheads.
That's a real failing of government.

I'm not naive enough to think that Treasury is going to listen to me, because if they do, then
the obvious disparity is that the greatest funder of charitable organisations in the country,
which is government would not be following the guidelines set by Treasury. 'm not hopeful,
but that's what I'm trying to do.
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Sarah Davies

PWIT WORKING GROUP
ADVISORY BOARD CHAIR, ACNC
CEO, ALANNAH & MADELINE FOUNDATION

With all of your different roles in mind, what do you think are the
main challenges in the implementation of pay what it takes
principles in Australia?

Let's think about the clusters. One of the clusters of things we've got to come to grips with to
advance the pay what it takes approach to grant making is that philanthropy is by
definition idiosyncratic. And that gives it its strength, but it also creates challenges when
you're trying to influence a kind of a mass behaviour around good practice. Because it's so
idiosyncratic and very personal, you can't tell a philanthropist what to do or how to behave.

So, the rules of the game defined by regulation and standards are really important.
Depending on the vehicle you drive, there'll be a set of rules around how you have to drive it.
And | completely support those rules. Matched to that, we have the national regulator, the
ACNC, and we have rules around DGR, and who can give to what, and when, and all that
kind of stuff. Now, those, for me, are essential. We have got to have those kinds of tickets to
play — definitions, guides, rules and boundaries about what is and isn't charitable and how
you can and can't give deductible money away. Now, this isn't about giving all money away
because anybody can give any money, they like to whoever they like, right?

47



I can pull money out of my bank account right now and give it to who the hell | like for
whatever | like, just not in a deductible or charitable or tax concession environment. The
moment we move into a tax concession environment, so all PAFs, all PUAFs, all private trusts
and foundations, because they don't pay income tax, and they're GST exempt.

The moment you move into a tax concession environment, we have an obligation to the
broad community of taxpayers who are subsidizing that environment to whatever degree.
So, in terms of pay what it takes, in the tax concession environment there are a set of
expectations and rules and standards that need to be continually checked and reviewed
that | think are entirely appropriate because the taxpayer is subsidizing to some degree
part of that operation.

A philanthropist’s personal motivations and appetite to understand or not understand all of
that is very idiosyncratic. And what's good about that is you get huge diversity, right? So,
you get this whole kind of poly approach across all causes and issues. And | believe in the
wisdom of crowds.

That diversity is really healthy. Where it becomes challenging is when you say there are
certain practices that actually define good grant making. Because that becomes a matter
of choice. We can't regulate for that, and | don't think we should.

So, one of the challenges is that huge diversity of interest. Putting in place a framework that
talks about how you grant make and behaviour around grant making is incredibly
important, though difficult. | think that's the first set of challenges.

I think the second set of challenges are around language and understanding of
language and lexicon and labels. So, we have in Australia, and it's no different really
to Western Europe and the USA, lexicon and language that has evolved over decades

around admin and operational costs. And there is a prevailing attitude that the
higher the admin or operational costs, the lower somehow or other the impact or
efficacy, or worth or strength of the organisation that operates within that.

Are there other barriers in terms of mindset and culture?

Those are attitudes and prejudices held by the sector over decades. There has not been
counterbalance with education and understanding about what that really means. So, | think
the other set of barriers are around these long-held attitudes and words that imply a set of
meanings that perhaps are not relevant or meaningful or helpful or actually true.
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But somehow, we've created this language about admin costs and operational costs or
overheads as though it's there's something heavy and bad. There's those perception and
language issues related to that, the challenge that when we use a word, we don't all mean
the same thing. So, whilst we have a national chart of accounts for nonprofits, that was
developed many years ago, and it's never been mandated that we use that and that we
use common definitions and common terms.

And | think that's unhelpful. | think the more charities and non-profits could use consistent
lexicon and meaning and language around terms, the better and faster we're going to
create good understanding and education with donors and the public about what that
means.

And even in a charter of accounts when you're coding income and coding costs, what are
you coding it to? For example, once a year we have the ‘Do It For Dolly Day’ and that has two
very clear purposes. They're related, but they are separate in terms of their outcomes. One
is as a fundraiser to support the programs that are then rolled out in communities and
schools and online resources and all that kind of stuff. But equally important, it is an
education campaign and a behaviour change campaign that gives families and young
people the language and confidence to change the culture of bullying.

We get close to a million dollars of free pro bono media publicity and coverage. So, we
would put that into our account as an in-kind marketing contribution, but when we're
coding our costs, what do we code that as? Do we code that as a program against our
costs or as fundraising? Because it's both. Or do we go 50/50? Do we say half the costs are
programmatic and half the costs are fundraising? How do you judge that in terms of
overhead or admin or operating cost? So that's what | mean.

And so, without a common set of definitions and coding, how do you compare across
charities?

As a board member, how do you put PWIT on the agenda? How do
you sell it?

| think one of the first things that's essential is that board members, those decision makers,
understand at a theoretical and fairly basic level, how you create positive social change.
Most of us assume that we understand that because we give to charity. But actually, that's
not how you design tests, pilot, implement positive social change and pivot that to have a
long-term impact. And unless you understand the different kinds of engines that are
needed and the different kinds of design recipes that are needed for different types of
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social change, it's impossible. You have to determine what the resource fuel mix is that
goes to drive those engines.

If you've got an engine that is designed to meet an immediate need, such as I'm cold, you
need to give me a blanket, then that is the resource recipe. The resource fuel mix has got to
know and understand and be appropriate to drive those outputs and outcomes.

Whereas my purpose is to build long-term collective community agency and capability, to
be self-determining so that people understand their own challenges and issues in a way
that helps them design their own solutions, its multiple systems coming together. Maybe
one or two generations worth of change happening, then the fuel mix is different.

But if you don't understand the recipes of how you create positive social change, then
you can't derive an appropriate recipe about how you resource and fuel it.

I think as board members and decision makers around grant making, that's the first

thing to do —understand what kind of change you want to support, what the value
model looks like, what the engine looks like, and therefore, what is the best fit for
purpose recipe to resource it.

And your degree of investment in understanding that needs to be fit for purpose too. If
you're making small grants once a year, you really wouldn't invest too much time in
understanding that. But if you are stewarding significant amounts of philanthropic money
and capital, and you're thinking about perhaps multi-year grant making, or even decent
chunks of money, then actually you do need to understand that. It'll help you make better
partnership decisions.

Do you think there's a missing piece in terms of educating the
grantmaker?

| think the onus is on everybody, right? If ’'m a grantmaker, then | want to be really curious
about how | can have the most positive influence with what I'm able to put into the mix. It's
unlikely that Il have domain expertise. Maybe | will, but it's unlikely. So, you want that
curiosity to understand that to work out how | can make my best play and my best
contribution.

And if 'm a grantseeker, and I'm working with donors, then absolutely | want the donors to
be able to understand what that marriage looks like, how it can be so exciting and positive
because it's not just about money coming across. It's about actually understanding how
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you build those connections between all the people long term. | think it's everybody's
responsibility.

Are there specific resources that could help that?

Yes. My bible is Tracy Geary's book ‘Inspired Philanthropy'. It's conceptual. She talks about a
continuum, and she talks about all kinds of clusters of change. First change is a
needs-based change. Alleviation. 'm hungry. You feed me. I'm cold. You give me a blanket.
When we then talk about the kind of funding or the process around that, you need a good
distribution process. You need a good logistic process. You need to know where to find the
hungry, cold people and you need to know how to get them meals and blankets quickly
and efficiently. You need to understand that piece. But the funding needed is immediate. It's
not a huge amount of money. It can be lots and lots of little bits. The coldness will diminish
in summer and increase in winter. So, you need to dial it up and dial it down.

But you also need to understand that by giving me a meal and a blanket, you're helping me
now but you're probably not changing my life trajectory. But we still need that kind of
ambulance at the bottom of the cliff, right?

And then she says, so if you're then interested in how can you help Sarah not be cold and
hungry next week, you move on and you think about the type of change that builds
individual capacity. So, Sarah’s cold and hungry because she doesn't have anywhere to live
because she can't afford rent because she hasn't got an income, and she hasn't got a job.

So how do we get Sarah into a work program? You know, how do we give her some skills?
How do we get her employment ready? How do we give her some work placement? So then
maybe we're looking at social enterprises and Il go in, and I'll do perhaps work for a
hospitality social enterprise. And | learn how to do that. And | get some ancillary support
through being connected to the housing services. And then | get a job and suddenly I've got
some income. So that kind of funder is saying, how do we partner with individuals to build
their capability to be self-sustaining and to have agency. Scholarship programs, education,
training, employment, all that kind of stuff. But like we said before, depending on what that
individual looks like, have | been in work before? Do | have a work ready wardrobe? Do | have
the language to do that? Do | have a laptop and tech skills that | can write a CV or not?

So, the distance between where | am and that being delivered varies according to each
individual. So, it could be quite simple, or it could be quite complex. | might need some
mental health support. | might need some drug and alcohol rehab support.

When you're working with an individual, that funding suddenly needs to be a little bit more
than ad hoc, lots of little bits, because if it's going to take me five years to get from where |

am to stable accommodation on stable employment, | need a commitment over time.
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So suddenly your funding pattern looks a bit different again. You need to understand what
is that? What's that process to get me from where | am to what success looks like. And when
you evaluate it, you're no longer just counting meals and blankets. What you're saying is,
what's the impact on that person over the lifetime?

When you then move to communities, you've got a whole other world of complexity. You've
got multiple systems connecting. You've got the dynamics in community. You've got causal
factors. You've got all that intersectionality stuff. And suddenly you're thinking long term,
complex, multiple partners. Government, private business, community, family, non-profit, all
the infrastructure organisations. You've got a whole kind of melange of players that you
have to connect. So as a funder, you're probably looking at 10 years and big licks of money.
Because if you can't cover all the things that need covering, you're probably not going to
get the traction you want.

So, you've got needs based, immediate, ambulance at bottom of the cliff. You've got
individual capability, fence at the top of the cliff, give me the skills to have self-agency.
You've got collective working at the community level.

And then the fourth type of change is saying, well, that's all very well and good, but if you
don't change the universal services and the rules of the game, all of those are just going to
be self-perpetuating.

What is the one thing you would want to embed in people’s minds,
grantmakers or grantseekers?

| think unless people understand how positive social change or cultural change or
environmental change actually requires, you can never have a conversation about, well,
what does it take?

That basic level of understanding about different types of change, what we're trying to
achieve, and therefore, what is that recipe? Because the ‘what it takes’ is going to be
different.

| think from a grantmaker perspective, the most important thing is curiosity. | think that
opens up the conversation and the exploration of that. | also think that we have to tackle
this shorthand assumption that admin costs and overhead costs are bad. And the lower
the ratio, the better the efficiency.

If we can start with curiosity, if we can start with that core education and understanding, we
can start with some common language, common measures, common lexicon, then it takes
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the fear and the unknown out of it. It builds a knowledge base with knowledge, then comes
practice, with practice comes confidence.
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Rona Glynn-McDonald

CEO, COMMON GROUND
DIRECTOR & CO-FOUNDER OF
FIRST NATIONS FUTURES

What are the roles you currently hold?

In the not-for-profit sector, I'm the CEO at Commmon Ground, the First Nations storytelling
not-for-profit that creates ways for Aboriginal and Torres Strait Islander communities to tell
our own stories our own ways. | am also the director and co-founder of First Nations Futures,
an economic justice organisation creating pathways for all Australians to redistribute
wealth and create a movement towards active solidarity and economic justice. Beyond
that, | am a board director for a number of First Nations led and operated not for profits, and
I hold some advisory positions within philanthropy for some family foundations.

Focusing on First Nations Futures, can you describe the funding
platform you are developing?

We created a funding platform after two years of co-creation and consultation with First
Nations communities across the continent. And those conversations centred Elders,
community members, leaders, and young people. With a collective of people, we worked
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together to create a model that would enable pathways for all Australians to redistribute
wealth through our platform. We launched the organisation publicly in August 2023. We're a
First Nations-led philanthropic vehicle that shows the way in terms of creating space for
First Nations organisations to receive the resources that would enable us to self-determine
our futures and create balance in an increasingly inequitable and colonial philanthropic
system.

Our platform is targeted at general Australians and individuals who may have the means to
be redistributing only twenty dollars a week or forty dollars a month, up to family
foundations that have hundreds of thousands of dollars that they're wanting to distribute.
We're also targeting businesses and social enterprises and B Corps and corporates as well.

We think that every person living on stolen land has a responsibility to be backing and
investing in First Nations communities. And we very intentionally use the language around
co-investment. Our work isn't about a hand up or a handout, but about people locating
responsibility, encouraging people to step back and decentre themselves, recognising that
First Nations people know where money should be going to drive the best outcomes for our
futures.

When you talk about showing the way and co-investing, what work
do you have to do to bring people along, or are they already on
board with that?

Our hope was that through conversations around the referendum people would come to
this space of recognising that we need real change and tangible action on the ground, not
just now but into the future as well. But to be honest, | don't think we've seen the movement
of the referendum translating into more money coming into First Nations communities.
When the Black Lives Matter movement came a moment in Australia that saw a huge influx
of money coming into the First Nations ecosystem. But | think that hasn't necessarily
continued at the scale and intention that we would have hoped in terms of people
recognizing that injustice exists here, not just in the past, but in the present. And we all play
a role in beating injustice.

There are people that operate in ways that are further along in the journey of backing First
Nations’ communities. They're doing this by operating from a place of trust, getting out of
the way and handing over money and power to our communities to self-determine our
aspirations. But I'd say they're a minority.

The majority of people in the ecosystem, either aren't giving to First Nations areas or are
giving in ways that perpetuate harm.
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Can you elaborate on ‘giving in a way that creates harm'?

I think a Iot of people give in ways that are underpinned by colonial mindsets and
biases. They give in ways that put their lenses of what impact looks like at the centre.

They don't really trust First Nations communities to have agency over our own lives.

The way people give is often built on who their friends have funded and who they can hold
relationship with— the kind of sphere that they live within. There are other spaces missing
out and there's harm in that inequity.

Whereas the communities that don't have that access completely miss out on the funding.
You need to look and act and be a certain way for funders to trust you. That is inherently
violent and problematic.

So, thinking about the boards you work with, is ‘pay what it takes’ a
current conversation?

Every First Nations person | speak to who interacts with philanthropy knows the system is
working against us and knows, particularly if they've led organisations or led movements
and been part of change over the last few years and decades, they've viscerally felt how
challenging it is, how hard it is.

When you step into rooms where the racial microaggressions are so insane, and doors are
closed to you, you feel paternalism and violence in action. Our governance and team are
part of First Nations futures because they want to change that.

They want to make sure that any First Nations person who is leading change in their
communities has access to funding and resources that centre their aspirations and
interests, that the way they receive funding doesn’t cause harm, that they have support
that backs their visions for change. We are creating sustainable and autonomous
funding flows that mean community organisations and initiatives can focus on the work
rather than having to spend time fundraising and sending insane evaluation metrics to
funders to keep them happy. So, they can actually just be in community, and drive work
strategically based on their own priorities.

Our board and our advisory group and our team are also strongly affirmed in the reason
why we exist. We feel really privileged to have a collective of amazing leaders with us.
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| think testament to our work is how supportive our communities have been on this journey.
When we set about co-creating what First Nations futures would become in 2020, we
connected with over fifty Blackfellas all on Zoom—people giving up their time, amazing
leaders who | just never would have thought I'd be able to get a calendar invite with were
showing up to have yarns with myself and my co-founder as two people in our early-mid
20s.

First Nations community are really on board with this conversation around how do we shift
this system? How do we create economic justice for our communities now and into the
future?

If the philanthropic sector in Australia was really centring First
Nations people, what would be done differently immediately?

Immediately, money and power would be shifted to First Nations communities to determine
how it's spent, where it's spent, what it's spent on and what the impact of that money is.
That would be the real tangible change.

They would be handing more money and power over to First Nations-led philanthropic
vehicles like us and supporting more to exist. The future of philanthropy should have First
Nations-led philanthropy at the centre. We've seen that movement globally, and we're
starting to see it grow in Australia.

In terms of the principles of ‘pay what it takes’ this idea of trust and self-determination is
inherently what we need to centre in order to shift the system and get the best outcomes.
Because in the end, First Nations people should be leading our futures, on our own terms, on
our own lands.

In terms of a longer-term shift, what resources are needed?

We're trying to raise funding at the moment for just our operations as well as our partners
and only a handful of funders that we've come across are really invested in supporting our
capacity internally because they can see that long term vision.

They can see what it looks like and what it's going to take. They can see what the future
could be when we have First Nations-led funds. We need more progressive funders that can
step away from ego and acknowledge they don't have all the answers. Questioning
positionality, questioning equity, questioning trust, questioning bias, questioning colonial
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lenses— these are the areas people should be interrogating, for themselves and others in
the sector too.

The data we have is that only 0.5% of philanthropic money is going to Aboriginal and Torres
Strait Islander controlled organisations.

How are you building trust with your funders and bringing them along?

| think inherently the funders that engage with us already have trust. We're not doing a song
and dance to build it. They know we have strong cultural governance and ethics, so the
trust remains strong. People are really getting out of the way and going, we back you, we
know you've got it, we'll let you get on with the work. It takes special people to be like that to
shift the system. | wish everyone were like that.

What about the organisations you co-invest in, how do you build
trust with them?

We have a term we use a lot internally, which | think comes from Adrienne Maree Brown—we
talk about ‘moving at the speed of trust’. With Blackfellas, it's like, when do you get to that
point of mutual good feeling? It doesn't happen immediately, sometimes it never happens,
but knowing that we've spent the time, we've had the yarns, we've sat down with people
properly. That is the way that mutual trust is built. It comes to a sense of shared values all
our partners have. They care about young people. They care about intergenerational
impact, our future generations. They care about strong cultural governance. They care
about community. They care about doing things the right way. They've got a grace and a
deep intention about their work. All our partners are so strong in that. They are questioning,
reflecting, learning, adapting. They are transparent as well. And it's a privilege that they've
even partnered with us.

Are the principles of pay what it takes something that you're
consciously measuring yourself against?

When | think about ‘pay what it takes’, it's not static. | know there is this movement towards
paying for the operation and making sure everything is covered but | think it's also about
paying for the space between the work—the time for people to sit down and redefine their
aspirations.

58



It’s also about paying what we are owed. What is built here is built from the extraction of
Country and the dispossession of First Nations people. A redistribution of three percent is not

even the beginning of that. Pay what it takes is about economic justice.

For the organisations you co-invest in, what are the biggest
challenges in implementing pay what it takes principles?

What | notice across the not-for-profit sector, and particularly organisations that are
grassroots and are critically underfunded, is this mindset that has come from the way
philanthropy has operated—which is project specific, often short term and hyper
competitive. Funders often want to pick and choose the project that suits their funding
priorities best, but each organisation’s impact is so multi-layered and connected across
many programs and activities. So, there's this friction point in which people aren't asking for
untied multi-year funding because we've rarely been afforded that. Whenever | pitch to a
philanthropist, every deck that I've ever made is asking for untied multi-year. That's just
bare a minimum for me in the work, but | was lucky in that the organisations I've led have
had trusted funders at the start who also saw that as the bare minimum. Also, as First
Nations not for profit leader, its often hard asking for big bucks. We don't want to take up the
funding pool when there's such a scarce amount coming to First Nations areas.

| think as well, the trust side is interesting because. A lot of Blackfellas don't trust Whitefellas
and to build trust takes time, sitting down properly, shared values. There is the idea that to
build trust you must look people in the eye, present a certain way, bring the graces that
make whitefellas feel comfortable. The way that a First Nations person is expected to build
trust with these kinds of cues or measures that are inherently Western and colonial means
so many people in our communities will be excluded from funding ecosystems. Which is
why we need our own ecosystems.

So, in thinking about pay what it takes a First Nations perspective the trust piece is so
important because we need people to trust us when we say what it takes. And to step back

and give us permission to really define what it takes.

To really define what it takes, we need the resources to be able to do that.
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Peta MacGillivray

SENIOR RESEARCH FELLOW IN THE YUWAYA NGARRA-LI UNSW

PARTNERSHIP WITH THE DHARRIWAA ELDERS GROUP IN
WALGETT, NSW

CHAIR, COMMUNITY RESTORATIVE CENTRE

Can you start by telling me the roles you currently have in
this sector?

My main employment is as a senior research fellow in the Yuwaya Ngarra-li UNSW
partnership with the Dharriwaa Elders Group and Walgett. But other non-academic roles
I've held there are Youth Justice Advisor and Partnership Manager. I'm also doing my PhD in
the Law Faculty of Law and Justice at UNSW. My voluntary work in the sector includes Chair
of the Community Restorative Centre (CRC) of New South Wales. I've been on the board
since, 2013. And I've been chair of the board since 2022. I've also been an elected company
member and director of the Aboriginal Legal Service, New South Wales, ACT.

With the organisations you work with and for, is ‘pay what it takes’
current being talked about and on the agenda?

In my work with Yuwaya Ngarra-li it is being talked about as ‘pay what it takes’ because we
have the benefit of professional relationships with people who are close to the work and are
familiar with the concepts, and we are philanthropically funded. So, it means that we're
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engaging in these ideas and we're directly working with the Elders Group to look very closely
at how things are funded, what needs to be funded, how resourcing works.

Whereas Aboriginal community-controlled organisations (ACCOs) are more entrenched in
government funding environments. The ideas of ‘pay what it takes’ are just not conceptually
understood or engaged with. It's not something that people are thinking about — about
going back to government and saying, actually this is the realistic picture of what we need,
and can we take a different approach to just determining what it takes.

So, there's this spectrum based upon opportunity and the actors who are in the space and
what kind of funding you already have.

In terms of the organisations that are operating in the
government-funded space, is that typically project-based funding,
short-term funding?

Typically, that's it. It sets up a paradigm where Aboriginal community-controlled
organisations feel insecure about the resources that are coming their way.

You might only get it for a couple of years, maybe only a year. You’d be lucky to get it
for three years and then having to acquit and reapply and all the while there’ll be

competition from other providers also trying to get that funding.

You don't even get to think about doing the work that goes into carefully looking at your
budget and planning, and how that fits with strategies. All of that capacity would come
from a board. Aboriginal community-controlled organisations are, constituted by
community representatives so unless that organisation has partnerships with others who
are bringing in that assistance, it's very difficult for Aboriginal community-controlled
organisations to have the same capacity to do any of the strategic work around funding
and advocating for yourself to get what you need.

If the philanthropic sector centred First Nations people and First
Nations’ knowledge, what would have to change immediately?

The first thing the philanthropic sector would have to do is to genuinely listen to the vision
and the goals of Indigenous organisations and what they're trying to achieve in their life —
and align accordingly. So, if philanthropy has a vision for change, which looks nothing like
what Indigenous organisations vision for change is, then there's a problem there
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immediately. And because that's the same problem Indigenous organisations have with
government's assumptions about what everyone's working towards.

Who gets to say what those priorities are and what the goals are and what the vision is,
actually getting to that point takes a lot of support, capability and capacity for an
organisation and for a community. So, the idea that philanthropy could just go to an
Indigenous organisation and say, ‘Okay, we're ready to support your vision for change, we're
ready to support your goals’, well, not every organisation or community will have
necessarily had any investment in trying to get to that point yet. But they’'ve probably been
talking about it for decades and there's probably been lots of attempts to do so. They're just
looking for that support without too much intervention, and the time to do it.

Can you describe your current funding relationships?

For Yuwaya Ngarra-li, together DEG and UNSW are thinking about and doing the work that
goes into it and how we can best bring the Paul Ramsay Foundation (PRF) along in learning
with us. Because that's key. They need to understand how progress is made and so there's
lots of collaborative work in the partnership about how best to communicate that from
everything from what our reporting looks like, to different ways to help our staff
comprehend the nature of the challenges we're facing. That's an ongoing reflection. In our
partnership, PRF only understand as much as they're given the opportunity to be educated.

Do you see that as part of trust building?

Yes, because if PRF don't see that as valuable, then that really erodes trust in the idea that
PRF are a key player in creating the change. It goes back to my original point about the role
of philanthropy and aligning their vision for what we're working towards with the
community's vision, because if they don't demonstrate that they're up for learning, then how
could they possibly be trusted to join us in kind of achieving the change that we're trying to
achieve?

So, it's about reciprocity, which is one of the key Indigenous values, in our partnership. It's a
cultural value.

In terms of Indigenous cultural values that you want to see clearly
and distinctly brought into this space, what are others?

Taking in our partnership, I'l cite directly, Virginia Robinson, who's secretary of the Dharriwaa
Elders Group, one of the key leaders and thinkers in our work. She talks about ‘do no harm'.

62



That has come from hers and many other elders' lived experience of what not following
cultural protocol and cultural values looks like and the consequences of that.

Do no harm goes to the core of the experience of Indigenous peoples globally, which
is lots of good intentions, but that doesn’'t matter if the impact and the consequences
are devastating. It acknowledges the reality that any kind of move that you make in
this space, leaves a mark and has an impact. So, it needs to be a constant and

careful process of thinking about both your conscious and unconscious thinking and
behaviours, and the values and assumptions you're bringing into the space. You
have the potential to cause a lot of harm if you're not coming into the work with the
mindset of asking, ‘What am | actually doing here? What are my motivations?”

In terms of the emerging PWIT principles, how do they stack up for you?

Multi-year funding would be transformational for Aboriginal community-controlled
organisations. The idea that you could actually ask government to pay for the things that
you need to actually stand-up services. Flexible funding a fair share of core costs means
letting organisations determine how and what the priorities are and the flexibility to do that.

Investment in organisational development is absolutely key because, in Aboriginal
community-controlled organisations, that has almost been impossible to get any
investment into, and it really erodes their sustainability and longevity. It impacts on

the operations of an organisation as well, because you end up with a particular type
of management style in organisations to account for deficiencies in the capacity of
your board or the succession planning.

So, investment in organisational development, | would interpret more broadly as investing
in organisational health, really. Building financial makes a lot of sense for me, based upon
what | was saying earlier about, and building an organisation’s capacity to actually look for
and hold diverse funding.

So, there's an extra set of considerations and skills that goes into seeking and using those

types of funds. And | think that it's a really good way to practice what it takes to develop
independent programs of government programming, understand how much they cost,
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understand how they're resourced, plan and accordingly, and then demonstrate that
there's capacity within the organisation to deliver those services.

What about the diversity, equity, inclusion principle?

If philanthropy is only understanding its obligations to fund non-white organisations
through diversity, equity, inclusion, | think we're in big trouble. It needs to be far more
deliberate, whether it's social justice or speaking about racism explicitly.

Do you think there are specific resources required to implement
these principles?

Yes. | think the resourcing goes into sharing the knowledge of the philanthropic sector with
community-based organisations. | think it needs to be demystified. Community
organisations need to know that there's philanthropic funds out there. Otherwise, it's so out
of reach that it's not tangible or practical.

| think there's a big piece of work around capacity building the community sector about
what's possible with philanthropy. For example, what expectations you might have or how
you might advocate to shift where philanthropy's appetite is.

Is there anything else you want to add?

| think that there are some really powerful grassroots organisations and efforts, which will
miss out on the opportunity that is philanthropic investment. In Australia, you have
philanthropic organisations that work with entities that they recognise and trust and see as
having the capacity to deliver.

It seems to me that historically, that's where there's been a disconnect between
actually getting outcomes, because people who position themselves as being the
right people to partner with actually aren’t. Because philanthropy doesn’t know

they’re just being told a story. In Indigenous affairs, | think there are really genuine
and incredible people, but they don't have the support to be able to develop their
ideas further to the point where they are ready to be invested in.
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And | think this actually looks like your most socially disadvantaged neighbourhoods, your
poorest communities within kind of bigger communities where there are people doing
really sophisticated work and who do deserve to be partnered with.

And | would like to see a more equitable approach to philanthropy that concerns itself with
those dynamics in order to ensure that they're not leaving anyone behind.
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Jen Riley

PWIT WORKING GROUP
CHIEF IMPACT OFFICER, SMARTYGRANTS

Can you describe your role at SmartyGrants?

I'm the Chief Impact Officer here at SmartyGrants. | work with SmartyGrants clients to use
the Outcomes Engine — a feature that enables grantmakers to understand the outcomes of
their grants and the impact of their investment.

How live is the pay what it takes conversation within SmartyGrants?

SmartyGrants provide a service and support to grantmakers and we’ve very much got
grantees at the centre of everything we do, which comes from our starting place of
providing information to not-for-profits on grants. So, we say things like, don't ask that
bloody question in your forms! Don't overburden applicants. Don't create grant rage. We're
really big on supporting the community first. We're really centred on that. So, pay what it
takes, absolutely, is something that we are very supportive of.

We understand the pain that grantees can go through. Our organisation Our Community

(of which SmartyGrants is one part) has a membership base of community orgs of 50, 000.
We have the Funding Centre, and GiveNow, and we also have the Institute of Community
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Directors Australia. So, we are strong advocates for pay what it takes and not for profits
being sustainable.

But we are at the stage where we're like, yes, and what does that mean in practice? What
can we practically do to support this? Because we have over 500 SmartyGrants clients
across Australia and NSW including government, local councils, and private and corporate
foundations. We are looking to translate these ideas for grantmakers in tangible ways.

What advice would you give grantseekers in advocating for pay
what it takes?

In SmartyGrants we have produced a white paper on unrestricted funding, which is more
focused on grantmakers, but grantees could use it to advocate for unrestricted funding.

Unrestricted funding is not quite pay what it takes, but it's in that same vein of, well, don't tell
community orgs how to spend the money. It is give them a chunk of cash and trust that
they’ll do the thing they need to do and pay for it with the cash, so in a way it could be pay
what it takes.

When working with grantmakers in my role, | am always advocating Our Community’s line
that grantmakers support 10 percent of grants going towards evaluation. Evaluation
funding is only part of this bigger picture of pay what it takes, but we are saying that to
grantmakers, you've got to pay. If you want grantees to do evaluation, you have to put
money in their budget so that they can do the evaluation, it can't just be expected on top of
everything else that grantees do.

In advocating for PWIT principles, have you noticed some catching
on more than others?

| think in terms of unrestricted dollars funding it takes a special organisation to go down
that route. But | do believe that the evaluation conversation is cutting through. We can give
them that 10 percent rule and say, look, it's got to be proportionate. If you're giving out a
hundred thousand dollars, then expect them to spend $10, 000 on doing the evaluation. But
if you're giving them $5,000 keep your expectations very simple. | think that's getting some
cut through because it's practical. We can make sure that 10 per cent is put in there, and
they're using that principle when asking questions in their acquittal forms, and this issue of
proportionality is getting through.
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| know it takes time to create these sort of policy changes for grantees. But 'm certainly
seeing some changes around the types of questions grantmakers or funders are asking
and an understanding about the burden of administration. They are certainly reducing their
forms or being more mindful — given the amount of money they're giving. So, I'm seeing it.
But it's slow.

What characterises an organisation offering unrestricted dollar
funding, in terms of their leadership and governance?

Personally | think they're bold, they're great. But what holds them back is the worry of giving
money out, often someone else’s they have been entrusted to manage, and it being
misused. So, they'll put limitations and controls in place. So, for an organisation to strip all
that away and just give out a chunk of cash. | mean, | actually don't know anybody using
SmartyGrants who does that. | think the unrestricted tends to be very niche, privately run,
entrepreneurial philanthropics willing to have a relationship with an NGO and, you know,
give that money based on trust and relationships.

Is there room for your clients to develop trust with their grantees?

There is one client, The Ecstra Foundation who support financial literacy and Jeremy Motbey
heads up that grant program. | think he's built really good relationships and dialogue with
their grantees. He has created a forum and the opportunity for conversation around
evaluation and grants, and he is learning more about the programs and the challenges
and so on.

| think governments are in a different space to philanthropics and are therefore more risk
averse, it can't be about relationships for government. It has to be about process and those
processes must be transparent.

But there’'s one example of local government we work with, the City of Greater Dandenong.
They're giving out significant community grants and they have a community development
approach, so they've gotten to know the organisations and | think those organisations do
have some flexibility with their funding.

It has to do with personality as well. The grant manager has to be willing to go a bit further,
to colour outside the lines a bit. And | think it pays off when grant managers can be more
flexible. Overall the programs | am sure get better results. I'd love to evaluate that. My
hypothesis would be that those grant giving relationships based on trust have better
outcomes for beneficiaries on the ground.
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There is a general understanding and acceptance that you've got to pay a percentage to
an overhead. | think that's made its way into grantmaker lexicon, a 20 percent overhead to
keep the lights on. It's not 100 percent standard practice, but it doesn't raise eyebrows to put
an overhead line in a budget.

I think getting them to move to pay what it takes is a challenge. A lot comes out of
that awful stuff that was in the 90s and 2000s about fundraising ratios. We've got
such a legacy and that narrative about ‘admin’ as though it's a dirty word, like

they’re just sitting in their nice offices and what about the poor people? We have
ended up with a narrative that if an NGO is not spending 75 percent on program
costs, then they are somehow inefficient. Which is an absolute furphy, and we all
know it.

And | think most would agree in the sector that there are many NGOs reviewing their annual
accounts so that they stay in that 75 percent or 80 percent program spend in their annual
reports. It is not really the best system.

How can it be improved?

If an NGO came out and said they spent 50% on overhead, they'd end up on the front page
of the newspaper and they'd lose their donors overnight.

The problem is with the terminology ‘overhead’. | think we need to change the
language around it. People don't get what it actually takes to run a program. You
can't have coffee without the coffee cup. You’ve got to have the infrastructure and

train capable people; you’ve got to support staff to do a good job. So, the whole
problem is in the framing of ‘admin’ vs ‘program’ vs ‘fundraising’. NGOs are all stuck
reporting on these ratios. We're stuck in a narrative or a frame of program being
different to admin.

| think for funders flexible funding is more palatable than unrestricted. Unrestricted sounds
like a blank check to some! And that can really keep some people awake at night.

Do you think there are cultural values around this that are
specifically Australian?
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| think Aussies hate the concept of a bludger or someone taking people for aride. | think the
US has foundations with bigger money who are seeing bigger results. And | feel like in
America they've got a higher appetite for risk. And they’ve got the story about the freedom
of information being an outcome of unrestricted dollars.

Our Community actually started with an investment to develop and grow the organisation.
So it happens. But it's often a relationship, you know. Carol Schwartz invested in Our
Community due to her relationship with Denis Moriarty and then this amazing organisation
was created. It's those investors who have faith in people, who make an investment like
that.

What would you like to see happen?

| would like to see some controls relaxed and some trust given to the not-for-profit sector
so they can do what it takes to make the change.

Often, they can't do what it takes because they don't have the money to do what it takes.
Because they're dancing around these restrictions that are put on their funding. And some
of these poor orgs, they've got like twenty different grants they’re managing, and they've all
got different requirements, different forms. Orgs spend so much time doing grant admin. As
a system, it's self-defeating. So, we've been trying to standardize reporting across the
sector.

What advice would you give to these organisations?

You've got to take the grantmaker on a journey. | say this all the time to grantees. Because
the problem is, if you just say, oh, we are going to create world peace, and the grant
manager is like, well why haven't you done it? Grantees need to stop over inflating their
outcomes in their applications and setting themselves up to fail and break trust with
donors.

| think one of the best examples | have is when | was working with a drug and alcohol
organisation and we were developing a theory of change and outcomes they were trying to
achieve with this residential program. And what was awesome is we had people in the
room, we had actual residents, you know, people recovering from drug and alcohol issues
in the room, doing this theory of change work. And the staff were focused on long-term
relationships, achieving employment and all this stuff. And the resident in the room was like,
‘Mate, the first four weeks | was here all | was trying to do was get a good night's sleep.” So
really for the first three months of a drug program, you're pretty much working on getting
the person to just come out of high stress, get a good night's sleep, eat three meals a day,
get your bodily functions working et cetera.
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Grantees need to stop telling funders they are going to achieve all these big outcomes. And
instead get real about the state these people are in when they come in and what is actually
happening. And what's actually happening is really important. Any funder when given the
chance to understand is going to get that.

But there is a problem in that often the people assessing grants don't have the power.
They're often low-level bureaucrats. And if an applicant doesnt fit in a box or meet a
funding criteriq, then the grant application won't make the cut.

Do you think there's any resources that would help people to
communicate the reality of their situation better?

Grant managers that are curious and get to know the community and you know, sit down
and have conversations and listen are the ones more likely to fight for that program or
allow for more flexibility within those funding lines. These are the grant managers that can
see the grey. But it's risky business for people. It is their own security and livelihood.

So, in terms of what principles and approaches make grant making excellent, trust your
staff to make flexible, responsive decisions with the evidence they have at hand. We know
by the time the grant guidelines are written and the grants go out the door, the world may
have changed.

There's another value that sits under this — you've got to get it right, otherwise you're
wasting money. And that whole frame is problematic. What if you could get it wrong and
learn so much and we value that and then we should scale those learnings? But we're so
obsessed with getting it right that we limit the train tracks we operate in.

What keeps you hooked on solving these challenges in the sector?

Because of those conversations that | do have with grantmakers. They'll hear something
and the light bulb will go off and they’ll realize that they can enable really good granting
and good stuff can happen. So, | guess it's building the capacity or bringing grantmakers
into awareness that evaluation it less about performance, more about learning.

At Our Community we are striving to shift the system to one of learning, of asking what
works well and what doesn't work well? But this requires more honest dialogue on both sides
of grant making. | know good things will happen. 'm an optimist and | have access to these
people. And most of them are really curious and want to change their practice and want to
do better grant making.
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And | have the opportunity to sometimes give them an excuse to do that. Like | say, you
know, you've got to do this, you've got to put money in that budget so we can work out what
has worked. | have advised grantmakers to take out the word ‘success’ against indicators
because you're going to end up with a bias in your data. And they're like, oh yeah! It's drip,
drip, drip, but | just hope we're all in this together.

What would you really like to get in the heads of board members?

Create space for learning and for risks to be taken and for it not to be seen as a failure. If
they really want to create social change, they've got to be willing to have some failures, like
investors in start-ups who know two thirds of them will fall over and they build that into their
financial modelling. Why don't they do that for the social sector?

So, if I had one thing that could get into their head would be see failure as an opportunity to
learn.
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Cynthia Scherer

PWIT COLLABORATION GROUP
GENERAL MANAGER,
ANTHONY COSTA FOUNDATION

What has been your experiences of PWIT and the Anthony Costa
Foundation?

To start with some context, the Anthony Costa Foundation is a family foundation. It

was set up to manage the philanthropy of two brothers and their families. It has been
around in its current form since late 2015. From 2015 to 2020, it was primarily managed by
family members on the Foundation board - whoever might've been available at that
moment in time, whenever something was happening.

By early 2020 the family felt like the Foundation had outgrown their capacity. They were
committed to the idea of there being a clear vehicle for the family’s philanthropy and
wanted to make sure that there were structures and processes in place, giving clarity to the
family, the community and organizations they supported. | was hired in mid 2020 as the first
staff person for the Foundation. | had been working in philanthropy in the same community,
so I understood the local philanthropic and community context. | also had deep
relationships with local community organisations and an understanding of what
community organisations wanted and needed.
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| had seen and experienced some of the challenges that existed for philanthropy and the
implications of those challenges for community organisations particularly as it related to
concepts like multi-year funding and general operating support.

In what ways were you challenged? In what ways is the Anthony
Costa Foundation different?

Part of it was around how and from whom funds were raised. Part of it was around having to
communicate your value and the difference you were making to the community. This
meant that the process of identifying who you gave the money to every year was
important, as it was a touch point for the community and donors. It also meant you had a
much larger donor pool you had to educate and bring along when trying to change how
you might do things. Coming to the Anthony Costa Foundation, there was more opportunity
for flexibility and nimbleness as there is one donor — the family. The ability to be flexible and
nimble is something that they value.

| was also lucky that when | came that the family was open, and still is. They want to know
what is best practice philanthropy and how to make the biggest difference. They are willing
to learn and evolve.

Another element about the Foundation which has been helpful is the fact that it is
place-based. This means you are already closer to everybody you fund, you know
everybody that you fund, which adds to the ability to have trust, which | think is one of the
underlying elements of pay what it takes. You have to trust the organisations that you work
with and that you're supporting. Relationships and connections are important to the family
and this plays out in the work of the Foundation. It has been and still is a journey, but in
2020-21, multi-year grants became an important part of our grantmaking, with half of or
grants that year being multi-year grants.

That's a quick turnaround.

The Foundation had the monetary resources to be able to do that [multi-year grants] and
had some history of doing multi-year capital grants, but it honestly made sense to them. In
early 2021 the Foundation reflected on its strategy to date. As part of that reflection the
Foundation identified its values and grantmaking principles, many of which are consistent
with some of the PWIT principles. Multi-year grants were a natural extension of this.

The Foundation’s understanding and thinking has continued to evolve since then. | think it is
important to understand the amount that organisations need and what they
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need it for. We reflected again on our strategy in early 2023, both how we gave, how
much we gave, but also the processes we used.

As a result of this we made some changes about the kind of grants we give. So, we have
some multi-year grants that are $7, 000 a year for 7 years. A scholarship, for example. WE
know some organisations need small grants. So we have a small grants round (under
$25,000) to ensure access to smaller grassroots organisations who have smaller needs, but
we've been more focused on providing a minimum of $50,000 a year, more often than not
in a multi-year grants, knowing that there's a sweet spot for organisations around what's
going to make enough of a difference for them to build on or build around, to actually free
them up enough to feel like they can get ahead of the curve.

We understand these small grants of $25,000 are more transactional and they're going to
be small, but they are about engagement. They are about getting the rest of the family
involved in the work of the Foundation. In the middle we have these grants of at least
$50,000. And then we're doing what we call transformational grants, which is really around
significant multi-year, beyond three years, and those are high engagement. Those are
about deep relationships. We've identified four initial organisations with which to work. It's
not about an application, its about working with them to define their needs, and to try and
make it unrestricted funding so we're not saying that it's tied to a specific project or a
specific thing. It's money because we believe in your mission, vision and values, and we
want to see you succeed and have an impact.

To me that is where we should want to be. Longer term, unrestricted, and a significant
enough amount of money that it releases the organisation from having to be on the
treadmill. The Foundation’s money is never going to be all of it, but it is enough money that
they'll be able to then leverage it to do the other things that they want to do and have some
stability.

Does the foundation have a particular funding focus?

We do have some clear focus areas, which we've revised recently as part of that strategic
reflection that we did. So, in revising how we wanted to think about our grants, we also
revised the things that are important to us in the community where we live and work. There
are three areas. Thriving children and young people, which focuses on equity and
education and mental health and well-being for young people. Safe place to live, which
focuses on homelessness, family violence, and addiction. And creating vibrant
communities which focuses on food security and basic needs, inclusion for people with
disabilities, and arts and culture.
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Those first four organisations we identified for transformational grants are ones that tie very
closely to one or more of those areas. They are also all organisations that we have funded
previously for a number of years, so we know them and trust them.

The idea is that our small grants are a first chance for us to get to know organisations and
organisations to get to know us and even though I've called those a transactional
relationships, it's actually a very high touch process. Our small grants process actually
engages family members in reviewing the applications and meeting with the organisations,
and then they make the recommendations to the board for funding. So that is all about
getting to know organisations and being able to connect with them at a family level.

We've already seen a couple examples of organisations that we have never had any
relationship with before who got a small grant, the family really liked them and now

we've given them a multi-year grant. Not necessarily one of the four and the unrestricted,
but still a next phase of funding where now we're continuing to build a relationship with that
organisation. That is how you build the trust and engagement.

What do you think are the broad challenges in implementing pay
what it takes?

One of the things I've really tried to sell my board on is we are not the experts. | personally
think sometimes what happens in philanthropy is we like to position ourselves as being
experts, and think we know how to solve the problems.

Generally speaking, we are removed from what's really happening. We need to be
focused on organisations that align with us in terms of issues that are important to
us and align with us in terms of our values. We need to trust their competence and

expertise to approach the issues in the way they know and see best. We need to buy
into what they want to achieve and not the activity because they're going to know
the best way to get there.

You know, we absolutely should ask questions about that activity, but we shouldn't get
concerned if it turns out that that's not the right activity. We should allow them to adjust,
adapt, be flexible. I've really tried to get that across to the board, not to get too caught up in
the activity, but to focus on the outcome. That's where the trust piece and the relationship
piece becomes really important.

We're really believing in the organisation and the people in the organisation and trying to
give them the resources they need to be successful. | think it's about deciding what you
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want to be good at. Do we want to be good at the issue or do we want to be good at finding
the right organisations that actually know the issue.

Is there anything else you would like to plant in a board member's
head?

The other thing | find that happens is that a lot of boards don't understand how not for
profits work. A lot of times donors hold not for profits to a different set of standards than
they would other kinds of organisations. Do you really think you can give them money just
for programs and that they're going to be able to survive and they're going to be able to be
successful?

If you're somebody who has a business background, when you invest money in something
to achieve a financial outcome, you're not so concerned about what that money was used
for to achieve that outcome. Did that money actually, you know, build the widget? So, | think
we need to help them understand how not for profits work and what the reality is for a not
for profit in terms of resources versus outcomes. The reality is they do so much with so little.
To be penny pinching and micromanaging them is actually insulting.

Do you think there's a way to challenge that ‘do more with less’
narrative?

Again, part of it is about not focusing on the activity. Let’s focus on the outcome. Think
about it as if you're investing in the outcome. Say my outcome is | want young people to
reach their full potential. That's a very broad goal. But if | say the money is for a mentoring
program and it's going to cost $30, 000 to run a mentoring program for 15 young people.
That's $2, 000 a young person. A funder might look at that and say, but you're spending it all
on a staff person. Whereas if you said, is it worth $30,000 to give 15 young people the
opportunity to reach their full potential? Well, that's a very different framework and way of
thinking. So, it's trying to get people out of the weeds to thinking that’'s an absolute bargain
because they are focused on the outcome.

You also have to get out of your armchair, you need to visit the organisations you support,
as simple as that seems. Then you start to understand that it takes a lot more than you give
people credit for, to make it all happen. When you meet the people at their organisations
that changes things because the people are amazing. They're passionate, they're
knowledgeable and they are experts at what they do. And you can get excited and
connected.
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Pay What it Takes (PWIT): A principle advocating for covering all costs associated with a program or
initiative, rather than only project-specific expenses.

The Pay What It Takes (PWIT) Coalition is an alliance formed by individuals and organisations
working collaboratively to influence philanthropic funders to ‘pay what it takes to create impact’; and
recognise and value the true cost of creating impact — leading to increased financial sustainability,
effectiveness, and equity within the for-purpose sector.

The Pay What it Takes (PWIT) Charity Consortium is a collection of individuals and organisations
working collaboratively to address the critical challenges faced by Australian Not-For-Profits,
focusing on the crucial but often underfunded area of overhead costs. We conduct research, raise
awareness of the issue, and provide resources for those in the Not-For-Profit sector looking to tackle
this systemic challenge and create change.

Charities: Organisations registered with the ACNC (Australian Charities and Not-for-profits
Commission) that have a specific charitable purpose.

For-purpose organisation: This term includes organisations like some social enterprises that exist to
fulfill a social purpose, irrespective of their legal structure as not-for-profits.

Full Cost Recovery: Refers to the practice of covering all costs associated with a program or initiative,
including indirect costs.

Funders:

Grantmakers/Grantees: Refers to those entities providing or receiving grants
Funders/Fundees: Entities providing or receiving funding

Funding Practice: The methods and principles governing the allocation of funds.
Funding Paradigm: The overarching approach to funding within a sector or organization
Philanthropists: Individuals or organisations providing funds for charitable purposes

Impact: The broader effects or changes resulting from an organisation's actions, often beyond
immediate outcomes.

Non-government organisations (NGOs): A subgroup of not-for-profits, often defined as working
towards social objectives or internationally.

Not-for-profits (NFPs): A broader category encompassing any organisation that has declared itself
a not-for-profit entity in its constitution. While all charities are not-for-profits, not all NFPs are
charities.

Outcomes: The results or impacts achieved by an organisation or program.

overheads/administration costs: Operational expenses not directly tied to program delivery.

Unrestricted/Core funding: Funding provided without specific restrictions on its use, allowing
organisations flexibility in resource allocation.
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Gathering diverse perspectives on global philanthropy, the West tends to hold the
microphone, especially the US with its big name and big money funders. But a booming
technology sector in Asia has created more new billionaires than in any other region in the
word.® A generation of wealthy donors educated in the West have an interest in moving
away from informal to more strategic giving. Social investment networks such as AVPN and
the Asia Philanthropy Circle promote discussions on untied giving, trust and transparency.
But is there evidence to suggest PWIT principles are taking hold there?

A social impact study, Doing Good Index 2022, released by the Centre for Asian Philanthropy
and Society (CAPS) suggests that it is not. Examining the social investment landscape

in Asiq, the study points to structural conditions preventing organisations from thriving. It
names a ‘trust deficit’ between the government, private and social sectors as hampering
collaboration and investment, and reducing for-purpose organisations’ ability to deliver on
their objectives. Specifically, one third of organisations surveyed reported a decline in
unrestricted funding.

From the US, there is overwhelming consensus that for-purpose organisations should be
granted funding for indirect costs. But as our interviewees discuss, determining what
indirect costs actually look like is difficult——with different definitions and approaches used
across the sector. There is a long history of funders incentivising underreporting, and the risk
that the rates proposed are still insufficient for what the organisation needs. If organisations
do name their true funding costs, they may fear jeopardising their funding.

If this is to be addressed by unrestricted funding or another approach is an ongoing
debate. What is clear is that as a result of advocacy and evidence around the positive
impacts of funding indirect costs, there has been a considered shift to the ‘pay-what-it-
takes’ model.

e The Rand Corporation’s 1986 report on the impacts of low indirect cost rates: Indirect
Costs A Guide for Foundations and Nonprofit Organisations.
https://www.rand.org/content/dam/rand/pubs/reports/2005/R3376.pdf

® The Economist reports: ‘There are 896 billionaires in Asia, more than any other part of the world (America has 746),
with a combined $3.4trn in assets.’
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The Bridgespan Group's introduction of the concept of the non-profit starvation
cycle in 2009: ‘The Nonprofit Starvation Cycle'.

https://ssir.org/articles/entry/the nonprofit starvation cycle

BBB Wise Giving Alliance and Charity Navigator’s 2013 ‘Overhead Myth Campaign’
where they wrote an open letter to donors explaining that grantees were under
constant pressure to meet unrealistic donor expectations, and challenged the idea
overhead rates were an appropriate measure of organisational efficiency.

In the wake of Covid 19, Funding for Real Change (FRC) developed a series of
recommendations and resources to help funders change their practices to ‘good
grantmaking’ and to support for-purpose organisations to identify and
communicate their true costs. https://www.fundingforrealchange.com

Further research commissioned by FRC contributed evidence on the impacts of
underfunding on national NGOs in ten countries: Breaking the starvation cycle: How
international funders can stop trapping their grantees in the starvation cycle and
start building their resilience. https://humentum.org/policy/administration-
costs-research-project/.

In 2019, the MacArthur Foundation almost doubled the allowable overhead from 15%
to 29%. This increase was based on analysis into the average minimum indirect cost
rate non-profits identified as financially healthy.

In 2023, the Ford Foundation increased their minimum indirect cost rate from 20% to
25% and allows for higher rates if the costs can be demonstrated.

The Casey Foundation adopted a sliding scale of between 15— 25% dependent on the
size of the grantee, suggesting that a one-size-fits-all approach may not be
appropriate for their grantees.

The Ford Foundation has increased the proportion of its funding being provided as
core support to 81% in 2021, and in 2016 launched the Building Institutions and
Networks Initiative (BUILD). BUILD provides flexible, multi-year funding to social justice
organisations to strengthen their institutions and build organisational and financial
resilience and achieve impact.
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by Kathy Reich
DIRECTOR, BUILDING INSTITUTIONS & NETWORKS (BUILD) — FORD FOUNDATION

Recognising the limits that tied project funding was imposing on organisations, in 2016
Kathy Reich initiated BUILD at the Ford Foundation. To begin, one billion dollars was set aside
to provide five years of untied funding to support social justice organisations and networks
in their fight against inequality. After a review of the program, the Foundation committed
another one billion dollars. To date, they've supported 399 organisations.

After the first year of the initiative, Kathy authored a report Changing Grant Making to
Change the World. She summaries the learnings from that first phase as:

e Lesson 1: Non-profits thrive with larger, longer, more flexible grants.

e Lesson 2: Long-term, flexible grants work best when they closely align with
strategy.

e Lesson 3: Grants like these can foster deeper relationships between
grantmakers and the organisations they support—but money can't buy trust.
It takes work.

e Lesson 4: Grants like these can work anywhere in the world.

e Lesson 5: Supporting institutions is critical—but so is catalysing and
supporting networks.

e Lesson 6: Patience is a virtue. So is rigorous evaluation.’

Five years on, Kathy expands on those learnings in a ‘fireside chat’ delivered online
(October 26, 2023) and hosted by Philanthropy Australia.

‘After eighty years of working on the front lines of social change, the Ford Foundation
recognised that non-profit organisations are playing a long game and progress is not
linear, especially when looking at complex problems like climate change or inequality. But
up until BUILD, the Foundation’s funding did not reflect that. Most of their grant giving had
been to provide project support tied to rigid timeframes and deliverables, which was stifling
their investments and talent and organisational development. It was not encouraging
organisations to innovate, collaborate, or learn from failure or scale.

The first phase of the program ran from 2016 to 2021. We granted a total of one billion
dollars in that phase. After an evaluation found significant positive impact, our board
approved an additional billion dollars to continue the program through 2027. An estimated
30 percent of our grant making budget is now allocated to BUILD.

An evaluation has found that BUILD organisations are better able to plan and execute on
their missions than before they received the support. They are more financially stable.
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They're more successful at leveraging support from other donors. They're better able to
compensate and support their staff. And as a result, the evaluation reports that BUILD has
contributed to an increase in their social impact.

We work with an emphasis on having the grantee in the driver's seat because a key goal of
BUILD is to transform our relationships with our partners. We let them define their
programmatic and institutional strengthening priorities, and in our visits and check ins, we
are as interested in the organisation behind the program as we are in the program itself.

We're about funding organisations. But what we found was that time and time again,
having this type of flexible funding and attention to institutional strengthening made
organisations more generous and more creative partners. And so that the effects we had
within networks and movements were much greater than we predicted at the time.’

The comprehensive nature of the support matters. It is not just the multi-year
commitment.

‘It is not just the flexible funding and special funding for institutional strengthening. | can't
emphasize strongly enough that capacity building or institutional strengthening alone will
not suffice. It's actually those three elements together that have made the program
successful. Organisations really do need long term flexible funding to implement the visions
and the plans and the practices that they develop through capacity building.’

Cultural relevance really matters.

‘We learned very early on in BUILD that working with Indigenous networks in Latin America
called for very different approach than working with research and policy organisations that
were based in Europe, and we've really deepened our efforts to embed culturally
appropriate practices into our work.”’

Following the grantee partner's lead really matters.

‘The less we try to dictate, either in organisational strengthening or in overall strategy and
operations, the more candid and collaborative and ultimately successful we have found
the BUILD relationship to be. We're really trying to shift the paradigm so that the funder isn't
the orchestra conductor, or the director. But the funder is a coach and a thought partner
and a connector.’
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Don't just dive in.

‘If you don't know someone well or if you have reason to think their financial management is
not what it should be, then you should be thinking about other ways to deepen your
relationship with them. BUILD is not always the right tool. For example, you could start with a
smaller and shorter flexible grant and see how it goes and increase and deepen that
support over time.’

Shared analysis and shared strategy really matter.
‘One concern people have when they think about making grants flexibly is that they might

be sacrificing rigor, or strategy or benchmarks or indicators. And | don't believe you have to
sacrifice any of that.
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The last ‘Pay What It Takes’ literature review: developing insights on the nonprofit starvation
cycle in Australia (2021) was conducted by the Centre for Social Impact UNSW to ‘identify
the extent, drivers and effects of the non-for-profit starvation cycle.

Looking at relevant literature published between 2005 and 202], it found:
e ‘Other literature uses Australian data but does not explicitly position itself as
researching Australian NFP issues.
e The relationship between funder and recipient is not an equal one. NFPs are
vulnerable to the requirements of their different funders.
e Australian research needs to address the unique Australian funding and reporting
landscape that Australian NFPs face.’

Methodology

The ‘Pay What It Takes' literature review: developing insights on the nonprofit starvation
cycle in Australia (2021) used the following key words in compiling relevant literature:

starvation cycle, overhead, indirect cost, shared cost, core cost, unfunded expense,
non-profits, not-for-profit, nonprofit, charity, cross subsidisation, culture of permission

Building on that, this literature review will employ the same search terms for relevant
literature published after February 2021, with one additional search term added - ‘pay what
it takes'.

For this literature review, we used the same databases as the ‘Pay What It Takes' literature
review: Embase, ProQuest, Psycinfo, Web of Science, Google and Google Scholar.

The findings of those searches were scrutinised for quality and relevance.

Alired, A. T, & Amos, C. (2023). A processing fluency perspective on overhead aversion: How
much is too much?. Journal of Philanthropy and Marketing, 28(2), e1781

What does it add?

e The fundamental purpose of the study from Goddard School of Business, Weber
State University, Ogden, Utah, USA was to assess potential donors’ willingness to
donate to nonprofits at varying overhead ratios.

e Their results suggest a ‘fluency threshold’ where a 25% overhead ratio seems to be
the maximum acceptable overhead limit.

e The paper makes suggestions around when to communicate or withhold over-head
ratio information.
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Quote:

‘Nonprofits that can effectively operate, and avoid the starvation cycle at levels well below
25%, may be able to leverage their low overhead to gain an advantage in the donor market.
Marketing managers for such nonprofits should consider creating clear and explicit
promotional (traditional, alternative, and Internet) communication materials that identify
the specific amount of overhead expenses—this would inhibit false perceptions while
consequentially increasing donations. Next, if a nonprofit's over-head expenditures are well
below 25%, but they need to increase them for greater effectiveness, they should not
immediately feel as though any increase in overhead will deter donors. Likewise, non-profits
operating effectively at a level proximate to 25% should not blindly succumb to the
pervasive heuristic that lower overhead ratios would attract more donors. Based on the
results of this study, as long as the overhead ratios are within the fluency threshold, donors
should be minimally deterred.’ P13

Connelly, C. (2023) New impact investment opportunity for ancillary funds a game changer.
Philanthropy Australia.
https://www.philanthropy.org.au/news-and-stories/new-impact-investment-opportunity-f
or-ancillary-funds-a-game-changer/

What does it add?

e Points to a key challenge faced by not for profits — critical operating expenditure is
not available or commensurate to the complexity of the issue they are seeking to
address.

e Introduces a new product, the Capital Impact Loan.

e Considering ‘pay what it takes’, the Capital Impact Loan is distributed in a manner
determined by the NFP, allowing the NFP to amplify its impact.

Quote:

‘NFPs who successfully raise Capital Impact Loan funds will receive substantial, secure,
long-term annual cash flows to fund their core operations. Rather than our leading
changemakers having to fundraise for these funds, they are empowered to “lift their eyes™
and focus solely on impact and outcomes.

A Capital Impact Loan represents an opportunity to mobilise substantial balance sheet
investment in direct support of our most outstanding charitable organisations, focused
solely on impact as prioritised by the NFP. It will also leave a substantial and enduring
balance sheet asset to assist long-term sustainability. This will be a game changer for
those organisations.” Online.

Harris, E. E., Neely, D. G, & Parsons, L. M. (2022). Nonprofit Performance Measurement and
Reporting: Looking Forward. Journal of Governmental & Nonprofit Accounting, 11(1), 51-58.
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What does it add?

» Challenges the overselling of the program ratio (the amount of expenses directed
toward mission-related activities (rather than overheads) divided by total expenses.

e Suggests organisations put forward unique and self-defined performance
measures, to convey true nonprofit outcomes rather than spending patterns.

e Provides examples of best practice.

e Puts forward more appropriate measurement and better reporting as ways to
improve measures of nonprofit performance.

Quote:

‘As technology evolves and stakeholders become more sophisticated in their ability to
gather and process nonprofit information, better reporting and tracking systems may be of
vital importance to the sector. For example, how effective are social media tools for
reaching potential donors? Can social media companies use Al to target donors with
performance information based on their online profiles, similar to the way they direct
advertising to users?’ p57

Hunt, C. (2023). The Importance of Establishing Operating Reserves for Nonprofits. Stanford

Social Innovation Review. https:[[doi.org[10.48555[XWH4—1806

e Reports on the Kendeda Fund'’s experience of funding operating reserves.

¢ Initially a way to prepare organisations for the fund’s ‘sunset’, it looked to existing
multi-year grantees who had less than 6 months of reserves.

e The offer was a 11 match if the organisations could commit to building their
operating reserves and raise an additional 12.5 percent of their operating budget
towards the reserve.

e The article outlines the positive outcomes that were not anticipated, and the lessons
learned.

Quote:

‘In many cases, having cash on hand helped rewire how organisations approach their work
and helped them move from a scarcity mindset to one of growth and stability. Being
relieved from cash-flow stressors gave grantees confidence to be strategic and
forward-thinking. One partner explained how having a reserve fund “ignited a shift in our
thinking, making financial resilience a priority for our management team and board of
directors. Additionally, knowing that we have a reserve that is almost equal to our line of
credit means that we didn't have to draw on our line of credit at the beginning of our
program season when we typically draw up to half a million dollars from the bank. In 2022,
this saved us thousands of dollars in interest payments.”

Richardson, K., Wiepking, P. & Presser, J. (2023) Unresticted funding: why grantmakers need
it. Our Community.
https://smartygrants.com.au/help-sheets/whitepaper-unrestricted-funding-why-grantma
kers-need-it

What does it add?
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Quote:

Makes a case for ‘no strings attached’ funding — with a sliding scale of restrictions,
depending on the risk appetite.

Points to benefits as being: boosting recipients’ ability to respond to changing
circumstances, addressing power imbalance between grantmakers and recipients,
increasing impact by giving recipients the power to develop their own solutions, and
reducing administrative burden.

It points to risks and challenges of unrestricted funding including, with its reliance on
trust building and long terms relationships, perpetuating unconscious bias and
inequity

Australian perspective.

‘When grant recipients were asked about the benefits of unrestricted funding, their number
one response was that it improved the organisational and financial sustainability of their
organisation.

The study found that the provision of unrestricted funds allowed grantees to:

fund core costs — allowing them to break the non-profit starvation cycle

attract other funding — the provision of unrestricted funding allowed organisations to
invest in their fundraising capability, enhancing their sustainability and potential for
future growth

invest in organisational capability, for example IT infrastructure or training and
professional development

bridge financial gaps — many respondents said that unrestricted funding helped to
cover the financial gaps that exist when traditional project-based grants either don't
cover core costs, or don’t cover enough core costs to cover the overheads involved
in running programs

create reserves — which enables organisations to withstand financial shocks.’

Robichau, R. W., Sandberg, B, & Russo, A. (2023, May). Beyond ‘Psychic Income’: An
Exploration of Interventions to Address Work-Life Imbalances, Burnout, and Precarity in
Contemporary Nonprofit Work. In Nonprofit Policy Forum (No. 0). De Gruyter.

What does it add?

Challenges the assumption that working for a nonprofit is inherently meaningful or
that ‘psychic income’ is fair compensation for workers, as reflected by the ‘great
resignation’.

Suggests nonprofits need to centre their workers’ contemporary needs and desires
— including pay, flexibility, and work/life balance.

Points out that since Covid, nonprofit revenues have plummeted while the need for
services has increased.

Suggests that women and people of colour face a ‘triple-bind’ as they navigate
neoliberal market values as well as the impacts of gendered and racialized
organisations
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e Calls on organisational and public policy initiatives around pay equity and flexible
work to support such a transition.

Quote:

‘While nonprofit leaders navigate adapting to pandemic life (Akingbola 2020; Stewart et al.
2021), it seems clear that nonprofits are not immune from larger forces shaping workplaces.
Whether called “the great resignation,” “the great attrition,” “quiet quitting,” or setting
healthy boundaries, precarious working conditions and high levels of worker burnout
coupled with a strong labor market are leading workers to question the importance of work.
Indeed, workers everywhere, including the nonprofit sector, are engaging in a new “worth it”
equation weighing flexibility, relationships, personal wellbeing and health, and purpose and
meaning against the importance of paid work (De Smet et al. 2021; Microsoft
M).Experiencing MFW [meoningful work] is one of many factors included in the “worth it”
equation.’

(online)

And:

‘Recent scholarship conveys the possibility for changing the narrative around nonprofit
overhead. Berrett (2022) demonstrates that investment in organisational capacity including
salaries and technology actually supports nonprofit effectiveness. Qu and Daniel

(2021) suggest that framing overhead not as “overhead” but as investments in
organisational capacity lowers donors’ aversion to supporting such costs.” Online
Venkatachalam, P., Yeh, D, Rastogj, S., Siddiqui, A., Gupta, K., Shekar, L, & Thompson, R.
(2022). Bridging the Gap on Funding the True Costs of NGOs in India. Bridgespan Group.

What does it add?

e |dentifies that funders and NGO have a common desire to work together for lasting
change.

e Offers ways for NGOs to understand the funder mindset through three archetypes -
to allow for conversations about what it truly costs to run an organisation.

e Strongly suggests the need to improve communication and trust-building between
funders and NGOs.

e Points to the paradoxical situation many NGOs are in: they do not have the staff,
evdluation skills, and financial resources needed to make the case for more indirect
cost and organisational development funding.

Quote:

‘NGO leaders also note that most funders approach grantees with a transactional mindset,
meaning they are more interested in short-term programmes results than in longer-term
partnerships that emphasize building stronger, more resilient organisations. Moreover, few
funders have written policies describing their approach to organisational development
grants, leaving NGOs in the dark about whether and how to apply. In response to such
critiques, some funders see reason to change course.’
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The PWIT principles outlined in this resource, and our
interviewees' reflections on them, are a starting point.
They invite a shift in mindset.

You may be already thinking, ‘all this is easy to say but not easy
to do’ — which is why this report exists. It is the beginning of a
growing community of practice, which can share experiences,
learnings and tools, all with the goal of creating sustainable FPOs
that are consistently benefiting communities across the country,
and not inadvertently creating harm as they do it.

o

92



PAY WHAT
IT TAKES
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