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Governance and the Bill and Melinda Gates Foundation
The Bill and Melinda Gates Foundation in less than a decade have emerged as the biggest private foundation in the United States. It has united the wealth of two great modern industrialists: Microsoft founder Bill Gates and famed investor Warren Buffett. The Gates Foundation has also brought a sharp light on global health, agriculture and global development and projects in the United States including connecting public libraries to the Internet.

With the donation of 10 million shares of company stock by Warren Buffet, the Gates Foundation has made a commitment to send nearly $4 billion dollars in grants in 2009, mostly going to projects in the developing world. This commitment comes in the face of a crash in the stock market that has forced most foundation to cut back grant making programs.

Yet, the governance structure at the Gates Foundation has not kept up with the foundation’s rapid rise. It has not dramatically changed since Bill Gates’ father Bill Gates Sr., set up the William H. Gates Foundation in 1994.

The trustees and top officers at the Gates Foundation remain family members and Warren Buffett, who donated $30 billion worth of stock in 2006. It is not even clear the Gates Foundation has a formal board of directors. Bill and Melinda Gates are trustees and co-chairs of the foundation, Buffett is a trustee of the foundation and Bill Gates Sr. is co-chair of the foundation.

The most significant structural change was the creation of the Bill and Melinda Gates Foundation Trust, in 2006 which controls the assets and overseas the investments of foundation. Bill and Melinda Gates are the only trustees of the Trust.

The Gates Foundation has no independent directors, and the basic responsibilities of the trustees and co-directors are not explained on the Gates Foundation website. The foundation does not appear to meet the best practice in good governance among foundations and non-profit organizations that has evolved in recent years. Governance at the Gates Foundation even falls short of the standards of Microsoft, where Bill Gates remains company chairman.

The aim of this paper is to delve into this governance conundrum.  Why has the Gates Foundation with over $30 billion in assets still run as a “mom and pop” enterprise? Are there any legal or structural issues holding back the Gates family? And what problems is this tightly held governing stricture likely to create for the highly ambitious Gates Foundation in the years ahead.

Governing the Gates Foundation
In 2000, the Bill and Melinda Gates Foundation rose out of a merger of Bill Gates’ previous philanthropic efforts: the William H. Gates Foundation and the Gates Learning Foundation (foundation timetable). Bill and Melinda Gates donated $16 billion dollars to the effort, with a focus on global health, education, libraries and the Pacific North West. With a 2006 reorganization, the focus shifted somewhat to global health, global development and an United States program.

Yet, the governance structure remains in tight control of the Gates Family. The foundation was reorganized after the Buffett gift creating the trust controlling the assets leaving foundation to manage the grants and develop strategy. 

Bill and Melinda Gates, Bill Gates Sr. and Warren Buffett all help in developing strategy for the foundation. According to the foundation’s website, there is a single management committee, which “overseas all the foundations efforts.” But the foundation does not say who is on this committee; define its core responsibilities or significant decisions it has made. In addition, former foundation CEO Patty Stonesifer serves as an advisor to the trustees. Stonesifer and current CEO Jeff Raikes are former Microsoft executives.

Bill and Melinda Gates have laid out 15 core principles to direct the Gates Foundation (Guiding Principles). Principle number one: “this is a family foundation driven by the interest and passions of the Gates Family.” Principle number three states “we are the funders and shapers—we rely on others to act and implement.” Principle number seven says “we take the risks, make big bets and move with urgency. We are in this for the long haul.”

The statement from Bill and Melinda Gates shows they view the foundation as something of a philanthropic investment vehicle or hedge fund. Along with Warren Buffett, they put up the money, devised the strategy and took the risks seeking high impact on persistent global problems. It is modernist view of private wealth seeking public good, with the emphasis on control over private wealth.

In contrast, the Gates Family appears to take transparency fairly seriously, in posting online its 990 tax forms and consolidated financial statements for the trust and foundation alike. The website also offers an extensive database on grants awarded and evaluation studies on programs funded by the Gates Foundation.

The Gates Family also admits their philanthropy has suffered from a number of “Sins of Foundations” laid out by Joel Fleishman (2007). The Gates Foundation has shown signs of arrogance, discourtesy, inaccessibility and a failure to communicate. 

The foundation participated in the Grantee Perception Project run by the National Center for Effective Philanthropy. Results from these studies in general, the foundation web site says shows the Gates Foundation gets good marks on high social impact and minimizing the amount of administrative work required of grantees. The foundation and its program staff got poor marks on interacting with grantees and clearly communicating the foundation’s goals and strategies. In response to the criticism, the foundation has redesigned its website, laid out its strategic thinking and set out new goals for grantee relationships. 

Left unaddressed by the Gates Family is a change in the foundation’s insular governance structure or any understanding that the tight family control was leading to problems. The Foundation already has faced criticism of its investment strategy from the Los Angeles Times (Lancet, 2007). 

Governance Best Practices
The Ford Foundation and the Rockefeller Foundation have emerged as independently governed foundations funded with earlier eras of industrial wealth. Today, they have contributed to changes in major national and international institutions and public policy. Both foundations are governed by an independent board of trustees and a series of board committees, with strong ethics polices for trustees and foundation employees.

The Ford Foundation provides an extensive amount of detail of its governing structure and processes on its website. It has a 14 member board and eight committee areas including audit, investments, proxies and several program committees. The foundation also has a detailed trustee code of ethics. The website has links to the foundation’s charter, by-laws and procedures for handling complaints.

The Rockefeller Foundation, founded in 1913 by John D. Rockefeller now has 16 trustees. Its website includes links the foundation’s charter, by-laws, Social Investment Guidelines and an eight page code of conduct for trustees and staff. 

The current Rockefeller Board of Trustees represents a wide range on interests and skills from corporate America, academia, think tanks and international activists. A single member of the Rockefeller family sits the on the current board—David Rockefeller Jr.

The corporate board at Microsoft also provides an important contrast to the Gates Foundation. Currently, eight of the ten board members are independent, with no prior ties to Microsoft management (corporate governance fact sheet). Only Chairman Bill Gates and CEO Steve Ballmer are members of top management on the board of the software giant.

Microsoft’s governance policy lists a number of key steps taken by the company’s Board of Directors: annual review of the independence of the board, a lead independent director, charters for board committees and regular board meetings. In addition, the Board’s Governance and Nominating Committee conducts yearly evaluations of the board, its members and committees.

The Gates Foundation and its three trustees (Bill and Melinda Gates, Warren Buffett) do not participate in any governance practices similar to those at Microsoft.  

On the Microsoft website, Chairman Bill Gates describes the company Board of Directors as “independent, engaged, committed and effective.” The Gates Foundation would have to drop the independent label.

Over the last decade, there has been growing scrutiny of major non-profit organizations and foundations. Legal compliance and governance standards have grown in popularity to regain the trust of the public and deal with a skeptical Congress. In addition, many non-profits have opted for the accounting and governance reforms modeled after the Sarbanes-Oxley Act.

New standards emerged from the Panel on Nonprofit Sector (2005). The report called for a number of legal compliance standards including a code of conduct covering board members and staff, a whistleblower policy, and open disclosure to the public and government agencies of a non-profit’s finances, programs and evaluations.

In terms of governance, the Panel suggests a diverse board of directors, with at least five members with a range of interest and skills. Two-thirds of the board should be independent members and not family members or relatives. As a policy, the board should reevaluate itself every three years, and revisit its mission and strategy every five years.

The Gates Foundation fails to meet many of these best practices standards. The foundation has a 16-page conflict of interest policy, but it only covers foundation employees. It also offers a confidential phone number to make complaints. In terms of disclosure, the Gates Foundation does a fairly good job in explaining its program priorities, providing tax returns and a searchable database on grants and evaluation.

The Gates Family does not allow for any board diversity outside of the key foundation funders. There are no independent directors. Nor are there any policy statements on how to evaluate the work of the trustees or the work of the foundation, besides the relationship with grantees.

With its current closed structure, there seems to be few avenues for dissent at the Gates Foundation. There is no one with equal footing to the Gates Family to disagree with the approach taken. Moreover, there is no voice among trustees or co-directors of the groups or interests that the Gates Foundation is trying to aid—the people of the developing world.

In a 2005 report authored by the Center for Effective Philanthropy (Beyond Compliance) foundation directors say dynamics in the board room improved with “health disagreements” and “candor” among board members. (p.19) 

Nearly all the family foundations in the study had recruited independent directors. The study quoted a family trustee who observed outside directors added, “to the interpretation of what we are trying to do—and where we want to go.” (p.20)

Blind Eye on Governance

It is quite understandable that Bill and Melinda Gates want to keep the foundation a family affair. Bill Gates’ first philanthropy was organized by his father, Bill Gates Sr., a Seattle lawyer active in local non-profit groups. The Gates Family seems to want to protect their “investment”. 

In recent years, the Gates Foundation has grown to such an extent with granting nearly $4 billion a year that the Gates’ should rethink governance issues. New independent directors with special expertise in nonprofit management, strategic planning or international constituencies could add significant value to the foundation and its core mission. This move at the Gates Foundation would not endanger the basic thrust of the Gates Family philanthropy since the foundation trust controls the assets. 

The blind spot on good governance goes back to the essential issue of private control of philanthropy. It is seen as private money doing good works, with the emphasis on the power of private money.  They still see it as their money. Yet, they have gotten major tax benefits for giving their money to a private foundation. It follows a public policy to encourage charitable giving. So it is not strictly the Gates Family money any longer. It has a strong public purpose attached to it.

Bill Gates, as founder and current Chairman of Microsoft is well aware of governance issues. Microsoft has updated its corporate governance policy and increased the role of independent directors and a defined committee structure. Unfortunately, little of this understanding was transferred to the Gates Foundation. 

Actually, the present is a good time to rethink governance issues at the Gates Foundation. The foundation is now directed to deal with grants and strategic planning and does not control the Gates and Buffett assets. It could be easy to expand the board with outside directors. It would bring more diversity of viewpoint into America’s biggest and most influential private foundation.
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Helpful Web based Resources

Bill and Melinda Gates Foundation, www.gatesfoundation.org
Ford Foundation, www.fordfound.org
Rockefeller Foundation www.rockfound.org
Microsoft Corporate Governance Fact Sheet, www.microsoft.com/about/companyinformation/corporategovernance/factsheet.mspx.

Center for Effective Philanthropy, www.effectivephilanthropy.org
Panel on the Non-Profit Sector, www.nonprofitpanel.org
Independent Sector. www.independentsector.org
PAGE  
4

