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Introduction 

1. The Wellcome Trust is a global charitable foundation dedicated to achieving extraordinary 
improvements in human and animal health.  We support the brightest minds in biomedical 
research and the medical humanities.  Our breadth of support includes public engagement, 
education and the application of research to improve health.  We are independent of both 
political and commercial interests.  

2. The Trust supports the general objectives of the Green Paper to empower communities and 
encourage charitable giving.  The UK has a diverse charitable sector and is globally recognised 
for the scale and impact of its medical research charities.  In 2009-10 the members of the 
Association of Medical Research Charities (AMRC) contributed over £1 billion to medical 
research in the UK, which is approximately one third of all public expenditure in this area. A 
2008 IPSOS MORI survey commissioned by AMRC showed that almost half of the British 
public would be more likely to donate to a charity if they knew it would invest their donation in 
medical research. 

3. The Trust also supports the call in the Green Paper for businesses to support giving and 
community involvement.  We spend over £3 million a year on public engagement programmes 
that encourage people to consider, question and debate key issues in science and society.  As 
part of the Trust’s overall commitment to supporting and engaging with our local community, 
we operate a staff volunteering policy to encourage and support staff who want to do voluntary 
work in the local area.   

4. The Trust’s main interest in relation to this consultation is the question of whether foundations 
should be required to make a minimum annual pay out (as suggested on page 18 of the Green 
Paper).  We consider that such a move would be undesirable, for three main reasons: 

• It would be unlikely to meet the Government’s objective of increasing the funds available to 
charities, as suggested by recent research and our own modelling. 

• It would have negative consequences for the ability of existing foundations to manage their 
investments for the benefit of current and future generations. 

• It would discourage the establishment and inhibit the growth of new foundations. 

These points are explored further below. 

The Wellcome Trust’s approach to pay out 

5. The Wellcome Trust is the largest non-Government funder of medical research in the UK.  Our 
£13.9 billion investment portfolio provides the income for our funding.  As a charitable 
foundation that does not undertake public fund-raising activities, the Trust’s ability to sustain 
this investment portfolio is critical to our ability to fulfil our charitable mission. Our portfolio is 
managed by an investment team that aims to generate a six per cent real return over the long 
term.   
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6. Medical research is a long-term endeavour and achieving the Trust’s vision of “extraordinary 
improvements in human and animal health” will require continued investment in research for 
the foreseeable future.  The flexibility to vary our pay out rate according to market conditions is 
absolutely crucial to the Trust as a charity that aims to exist in perpetuity.  While we understand 
the Government’s desire to make additional funding available to meet current societal needs, 
this must not occur at the expense of the long-term sustainability of foundations and their ability 
to meet the needs of future generations. 

7. Over the last ten financial years, the Trust’s annual investment returns have ranged from 
negative19.5 per cent to 22.9 per cent.  Over the same period, charitable cash payments made 
by the Trust as a percent of net asset value have ranged from 3.1 to 5.8 per cent.  The fact that 
we have maintained charitable payments in the face of proportionately larger fluctuations in the 
value of our investment portfolio reflects the Trust’s commitment to providing a stable level of 
support to the research community over time.   

Rationale for a minimum pay out rate for foundations – United Kingdom versus United 
States 

8. Advocates of a minimum foundation pay out rate in the UK often draw a comparison with the 
United States, which has operated a minimum pay out rule for private foundations since 1969.  
In drawing such a comparison it is important to take into account the differences between the 
US and UK charitable sectors.  

9. In the US, the power to ensure proper application of charitable funds rests with the attorney 
general in each state.  Federal regulation of charities is generally limited to tax legislation 
prescribing the conditions for charities’ tax privileges and the sanctions for abuse of those 
privileges. The minimum pay out rule is a federal income tax provision that applies only to 
those US charities that are classified as ‘private foundations1.’. It was established to address 
concerns about private foundations being used as a tax shelter and to ensure that such 
organisations served the public interest rather than the private interests of their wealthy donors. 
The minimum pay out requirement is not applied to so-called “public charities”, which obtain 
funding from multiple donors.   

10. In the UK this distinction between foundations and public charities is less apparent.  The 
Charity Commission for England and Wales has regulatory oversight of all charities.  It has 
statutory objectives to ensure trustees comply with their legal obligations in managing charities 
and to increase public trust and confidence in charities.  There is also no distinction between 
private foundations and other charities for UK tax purposes; indeed, proposals in the Finance 
Bill 1986 to create such a distinction were abandoned by the Government.   

11. While the Wellcome Trust is an independent foundation, we regularly fund in partnership with 
the Government and public charities.  For example, the UK Centre for Medical Research and 
Innovation represents a partnership between Government, a major charity (Cancer Research 
UK), an independent charitable foundation (the Wellcome Trust), and a leading university 
(University College London).   

12. Establishing a minimum pay out requirement for UK foundations would create an artificial 
distinction between foundations and charities funded through public donations, ignoring the fact 
that such organisations often have very similar missions, governance and regulatory 
arrangements. 

1 Under US tax law, private foundations typically have a single major source of funding (usually gifts from 
one family or corporation). Most have as their primary activity the making of grants to other charitable 
organisations and to individuals, rather than the direct operation of charitable programs.  Although this 
distinction does not exist in UK charity or tax law, we refer to the Wellcome Trust as a ‘foundation’. While 
some private foundations maintain close links with the original donor, the Wellcome Trust is independent of 
our founder, Sir Henry Wellcome, and any persons connected with him. 
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Impact of a minimum pay out rule on the level of funding available from UK foundations 

13. Recent UK research from the Cass Business School2 has highlighted the complexities of 
introducing a minimum pay out rule in the UK context.  The Cass analysis examined the 
charitable expenditures of the leading 50 family foundations in the UK.  It found that there was 
wide variation in pay out rates, but broad convergence around the five per cent threshold, 
which is the minimum pay out rate mandated in the United States for private foundations.  The 
authors conclude that there is “marked uncertainty” whether the introduction of a minimum pay 
out rate for grant-making foundations in the UK “would achieve anything like billion pound 
windfalls.” 

14. The Cass research also shows that the annual pay out of many of the major UK foundations 
regularly exceeds the five per cent minimum which is mandated in the US, while the US 
experience has been that foundations tend to pay out at or near the five per cent minimum 
level.3  There is a risk that this trend might be replicated in the UK if a minimum pay out rule 
was introduced, as foundations would be likely to adopt a more conservative approach to pay 
out if the flexibility to reduce pay out in subsequent years were removed. 

15. We have modelled the impact of a minimum five per cent pay out rule on the Wellcome Trust's 
investment portfolio had such a rule been in place since 1985, when the Trust was established 
in its current form.  Our analysis shows that the total amount dispersed on grants over the past 
26 years would have been greater under a five per cent mandatory pay out compared to the 
actual pay out.  However, the requirement to pay out five per cent annually would have eroded 
the value of the Trust's investment portfolio by approximately £6 billion over the same period.  
As a result of the reduced value of the investment portfolio, from the early 2000s onwards the 
Trust’s actual annual cash payments were consistently higher than the payments projected 
under a five per cent pay out model. 

16. While such an analysis inevitably comes with numerous caveats, it demonstrates that the 
existence of a minimum pay out requirement would not necessarily increase the level of 
funding available to support charitable activities in the present.  In addition, by reducing the 
ability of foundations to flexibly manage their endowments, a pay out requirement would be 
likely to decrease the level of funding available to support charitable activities in the future. 

Impact on the establishment and growth of new foundations 

17. As discussed above, the imposition of a minimum pay out requirement would have significant 
negative consequences for the Wellcome Trust.  It is also important to consider what impact it 
might have on small or newly-established foundations.  Such foundations will be in the position 
of trying to grow their investment portfolios to support future charitable programmes, may have 
few liquid assets, and as a result may make only modest pay outs in their early years.  A 
minimum pay out requirement would threaten the viability of these small foundations and 
prevent them from reaching their potential as a future source of funding for charitable activities.   

18. The Wellcome Trust exists as the result of a decision by Henry Wellcome to leave his fortune 
to charity. The existence of a minimum pay out rule may reduce the incentive for other wealthy 
individuals to contribute to society in this way, as the resulting foundation would be less likely 
to reach a scale that would enable the donor’s charitable objectives to be achieved. 

2 Pharoah and Harrow (2010), Pay out with an English accent: exploring the case for a foundation 
‘distribution quota’ in the UK, Centre for Charitable Giving and Philanthropy, Cass Business School, City 
University London  
3 Deep and Frumkin (2001), The Foundation pay out puzzle, Hauser Center for Non-profit Organizations, 
Kennedy School of Government, Harvard University 
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