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Private Foundations
Beyond Traditional Charitable Giving

For many affluent individuals, occasional gifts to a favorite charity may satisfy their charitable
inclinations. The added incentive of an often substantial tax deduction, coupled with various estate
planning benefits, can be the driving force behind such charitable gifts. However, for some individuals,
philanthropy is a far more serious endeavor, often involving a succession of substantial gifts of at least
$5 to $10 million, which may necessitate the need for control and general oversight. In such situations,
a private foundation can be an ideal mechanism for managing a large, continuous charitable giving
program.
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Private Foundation Basics

In its simplest form, a private foundation is a charitable, grant-making organization that is privately
funded and controlled. When properly arranged and operated, a private foundation is an income tax-
exempt entity,’ and tax deductions are permitted for individuals (donors) who donate to them.

Contributions to a private foundation are deductible for gift and estate tax purposes.i The income tax
deduction of gifts to a private foundation is a bit more complex.ii Generally, the deduction is based on
the fair market value of the gift (at the time of the gift), and it is limited by the donor’s adjusted gross
income. The charitable deduction will also be limited (to 20%, 30%, or 50% of AGI) depending on the
type of charitable organization that is ultimately receiving the gift from the private foundation and the
type of gift being made. Gifts that are not cash or publicly traded securities, and that are valued at more
than $5,000, require adherence to additional rules in order to ensure deductibility.V

In addition to the advantages of a tax deduction (which is generally not exclusive to private
foundations), private foundations may also offer an array of other benefits. Because a private
foundation is typically established to manage a long-term charitable gifting program, it may in turn
highlight the philanthropic presence and identity of the donor within the community and/or a particular
charitable cause. It can also serve to create a family charitable legacy while, at the same time,
protecting individual family members from the pressures of other charitable appeals. Finally, a private
foundation can serve as an appropriate mechanism for controlling distributions to charities, as well as
determining which charities the foundation will benefit.

On the Technical Side

When a private foundation is established, there are two issues that need to be addressed. First, what
type of private foundation should the donor establish? And second, how should the private foundation
be structured? There are generally three types of private foundations: 1) nonoperating, 2) operating,
and 3) company-sponsored. Each type of foundation has specific characteristics that make it
appropriate for a particular situation. There are also strict requirements and guidelines that must be
followed for each type of foundation.V

The most common type of foundation is nonoperating. Essentially, a donor, or group of donors, makes
contributions to the foundation, which in turn, makes grants to a charity. In this case, the donor has no
direct participation in any charitable work. There are several variations of this type of foundation.v

On the other hand, in an operating foundation, the foundation may have direct involvement in charitable
causes (e.g., an inner-city youth center) while retaining the tax benefits of a “private” foundation
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(although, in some respects, operating similarly to a “public” charity). To qualify as an operating
foundation, a foundation must also meet several requirements and tests.

In addition, a company-sponsored foundation can be used when the majority of contributions are from a
for-profit corporate donor. Generally, this type of foundation operates similarly to a nonoperating
foundation. It is usually managed by corporate officers, and it has the added benefit of allowing some
contributions to accumulate over time. This can help the foundation make continual grants when
corporate profits are low (at a time when, ordinarily, contributions would be otherwise forgone).

After careful thought is given to the type of foundation to be established, the foundation’s structure
should be taken into consideration. There are three ways in which a foundation can be structured: 1) a
nonprofit corporation, 2) a trust, or 3) an unincorporated association.

There are a number of factors to be weighed when deciding on which structure is best. Generally, if the
donor intends to keep the foundation in existence permanently, a nonprofit corporation or trust may be
a better choice. Additional considerations include state and local laws governing private foundations,
the type of foundation, the type of donor, the need or desire to make future changes or delegate
responsibilities, and personal liability issues.

Complex, Yet Effective

Creating and maintaining a private foundation is much more involved than the use of more traditional
charitable giving mechanisms (e.g., CRTs). Therefore, legal and accounting professionals who have
experience with private foundations must play a significant role in such an endeavor. In addition, due to
the added complexity and need for highly specialized legal and tax expertise, the expenses for design,
set-up, management, and grant administration in a private foundation will generally be substantial.
Typically, a private foundation is only viable for individuals who intend on making periodic gifts in
excess of $5 million.

Certainly, the private foundation allows today’s philanthropist the opportunity to manage substantial
charitable gifts, as well as the ability to actually become involved in charitable work if he or she so
chooses. It also affords the donor the opportunity to be recognized for charitable giving, while solidifying
his or her philanthropic legacy. Like all advanced planning issues, appropriate counsel should be
sought in order to meet the goals and objectives of all involved parties.
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Strong Valley Wealth & Pension ("Strong Valley") investment advisory services are offered through Laurel Wealth Advisors, Inc., a federally-
registered Investment Adviser. Strong Valley transacts business only in those states where it is appropriately registered or is excluded or
exempted from registration requirements. The information contained within is believed to be from reliable sources. However, its accurateness,
completeness, and the opinions based thereon by the author are not guaranteed — no responsibility is assumed for omissions or errors. The
views expressed herein reflect our judgment now and are subject to change without notice and may or may not be updated. Nothing in this
document should be construed as investment, tax, financial, accounting, or legal advice. Each prospective investor must make their own
evaluation and investigation of any investments considered or of any investment strategies described herein (including the risks and merits
thereof), should seek professional advice for their particular circumstances, and should inform themselves as to the tax or other consequences
of any investments or services considered or described herein. Strong Valley's advisory clients will be required to execute an Investment
Advisory Agreement and related Account opening documents (collectively, "Agreements"). If any of the terms or descriptions in this presentation
are inconsistent with the terms of the Agreements, such Agreements shall control. Prospective investors should maintain the financial capability
and willingness to accept the risks associated with any investments made, and should consult the relevant investment prospectus or legal
documents, and should their Advisor Representative before making investment decisions (including but not limited to an examination of the
investment objectives, risks, charges, and expenses of any investment product(s) considered). To better understand the nature and scope of
Strong Valley's advisory services and business practices, readers are encouraged to review via the SEC's website @ www.adviserinfo.sec.gov,
the Form ADV 2B Brochure Supplement of each Strong Valley Investment Professional, and the Adviser's Form ADV Part 2A Disclosure
Brochure. Additional important disclosures can also be found at https://www.strongvalley.com, by calling us at 559.384.2900, or by visiting us
at our offices located at 45 River Park Place West, Suite 103, Fresno, CA 93720.

'IRC Secs. 501(c)(3) and 509(a).

i IRC Secs. 2522 and 2055.

iil IRC Sec. 170.

¥ Treas. Reg. § 1.170A-13.

Vv As described under IRC Sec. 508(e).

VITRC Secs. 170(b)(1)(E)(ii) and 170(b)(1)(E)(iii).
Vil IRC Sec. 49423)(3).
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