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A PRIVATE FOUNDATION OR A FUND
IN A COMMUNITY FOUNDATION:
WEIGHING THE OPTIONS

During most of this century, the private
foundation has been a popular vehicle for people
of wealth to carry out their philanthropy.
Foundations enable philanthropic individuals to
accelerate tax deductions, involve family, focus
grantmaking and obtain visibility for their giving if
they wish.

Today, clients interested in forming a private
foundation should be encouraged to examine the
advantages of a fund in a community foundation
such as Dade Community Foundation.

A community foundation is an aggregate of
individual charitable funds. Its purpose is to build
a charitable endowment to meet changing com-
munity need and to help donors with their
charitable interests during their lifetimes and
through their wills. Community foundations are
expert in both philanthropic administration and
effective grantmaking. Funds in community foun-
dations operate much like individual foundations,
bearing the family name and carrying out the
donor’s charitable interests over time.

A DONOR TO A COMMUNITY FOUN-
DATION HAS FOUR OPTIONS:

<An unrestricted fund leaves discretion to the
foundation’s governing body to use the donor’s
gift to meet contemporary needs.

-A field-of-interest fund names a broad or nar-
row area or areas of interest, such as public
education or the opera, and the community foun-
dation identifies the nonprofit organizations best
suited to carry out the purpose.

-A designated fund names specific nonprofits to
receive grants, subject always to the board’s vari-
ance power, which allows it to vary the purpose of
a fund should circumstances so change as to make
it “unnecessary, undesirable, impractical or impos-
sible” to continue making grants for that purpose.

- The fourth option is a donor-advised fund. It is
an unrestricted fund that allows donors to suggest
the organizations to which they wish grants to be
made, wherever they are located. At Dade
Community Foundation, program and financial
staff investigate all donor suggestions to ensure
that the benefiting organization meets broad chari-
table guidelines and that its fiscal affairs are in
order; the suggestions must then be approved by
the governing board.

Community foundations offer donors most of
the advantages of a private foundation at less cost
and inconvenience, and provide superior tax de-
ductibility for some gifts. In addition, a charitable
fund benefits from the economies of scale and ad-
ministrative sophistication of a major institution. It
is these two important areas - tax and regulation
and administration - that are discussed next.

TAX AND REGULATORY ISSUES

Contributions to and funds in community
foundations enjoy preferential tax treatment in a
number of ways:

Deductibility of Charitable Gifts. Even though
community foundations are actually aggregations
of separate funds, they qualify as publicly support-
ed charities under Internal Revenue Code sections
501(c)(3) and 170(b)(1)(A)(vi). That status entitles
community foundation donors to tax deductions
that are often superior to those accorded private
foundation donors. These differences particularly
affect clients who make large inter vivos gifts rela-
tive to income or who contribute appreciated
property other than publicly traded stock.

For example, for gifts of cash, donors to com-
munity foundations may deduct up to 50 percent of
adjusted gross income (AGI) in the year of gift,
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with a five-year carryover for excess contributions.
Private foundation donors may deduct up to 30
percent of AGI with the same carryover.

Community foundation donors who con-
tribute gifts of appreciated property (other than
tangible personal property) can deduct them at full
market value up to 30 percent of AGI. Private
foundation donors may deduct only gifts of pub-
licly traded stock at fair market value up to 20
percent of AGI; all other forms of appreciated
property, including closely held stock and real es-
tate, are deductible at cost only.

Other Rules Governing Private Foundation
Activities. To prevent fraud and abuse, the
Internal Revenue Code and regulations embody
numerous provisions that constrain private foun-
dations. Generally, these restrictions do not apply
to public charities, including community founda-
tions. Private foundations that fail to properly
abide by these requirements may be subject to
penalty taxes.

Excise Tax. Private foundations pay a 2
percent excise tax on net investment income, ef-

fectively reducing funds available for grants. The
tax may be reduced to 1 percent if certain payout
conditions are met.

Minimum Payout. A private foundation must
annually spend on grants and charitable expenses
an amount equal to approximately 5 percent of as-
sets, whether or not that much is earned. This can
limit the private foundation’s ability in some cir-
cumstances to hold low-yielding assets for later
gain, or to accrue income for a major project.

Excess Business Holdings. In general, the
private foundation and those who manage, control
or make large gifts to it (and other related entities)
may not together own more than 20 percent of the
equity interest in a business. The foundation’s “ex-
cess business holdings” generally must be disposed
of within five years of receipt.

Awards to Individuals. In order to award
scholarships, fellowships or other grants to indi-
viduals, a private foundation must first apply to the
Commissioner of Internal Revenue for approval
of its grandmaking procedures. Then it must ob-
tain pre-grant nd post-grant reports from each
recipient and report the results to the IRS.

COMMUNITY vs. PRIVATE FOUNDATIONS: EFFECTS ON DONOR INCOME TAX

Gifts of Cash(y)
Gifts of Appreciated Property
Carryover

Value of Appreciated Property That
can be Deducted

regarding such gifts.

100% of fair
market value

Community Private
Foundation Foundation
50% limit 30% limit
30% limit 2) 20% limit
5 years 5 years

100% of fair market
value only for gifts of
publicly traded stock (3)

(1) This does not apply to tangible personal property. See Code Section 170(e)(1)(B) for special rules

(2) When making gifts of appreciated property, the donor may take advantage of the higher 50 percent
limit if he or she is willing to deduct only cost.

(3) Gifts to a private foundation of non-publicly traded stock generally are deductible at cost basis.
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Grants to organizations that are unincorporated
or lack 501(c)(3) status. Private foundation smust
meet a series of statutory and regulatory requirements
in order to make grants to charities that have not yet
attained public charity status. This can inhibit re-
sponse to civic emergencies, new organizations and
neighborhood self-help groups.

Grants to Foreign Charities. Although private
foundations can support the work of charities located
overseas, they are subject to a complicated set of rules
for exercising expenditure responsibility.

Public Disclosure. Both private foundations and
community foundations file detailed annual reports
with the IRS, and both must make public disclosures
about their operations. However, donors to commu-
nity foundations can remain anonymous, while the
names of private foundation donors must be made
public.

ADMINISTRATIVE CONSIDERATIONS

Cost Effectiveness. Private foundations can be
costly to establish and maintain, reducing the money
available to charity. even for the most simple private
foundation, initial filing and approval can take months
and cost thousands of dollars. Routine operating
items such as auditing, bookkeeping and government
reporting can add significantly to the cost.

Funds within community foundations are typically
far less costly to operate. A fund at Dade Community
Foundation can be established in a matter of hours.
The annual service fee and investment fees are low
due to economies of scale. As a result, more money
is avalable for grantmaking.

Staff Support. Ths costs of maintaining a private
foundation with assets of less than $10 million may
make it impractical to hire professional staff. In con-
strast, each fund in a community foundation enjoys
expert administrative support, investment manage-
ment, and staff assistance with grant planning and
proposal evaluation.

Flexibility. Almost any philanthropic purpose can
be accomplished through a community foundation,
which is structured to meet a broad and evolving set
of charitable needs within a given geographic region,
while allowing donors to suggest grants to qualified
nonprofit organizations throughout the country and
the world.

Permanence. Community foundations such as
Dade Community Foundation are permanent en-
dowments. They offer certain advantages over
private foundations in managing a fund through
the generations. Community foundations allow
family involvement following a donor’s death, but
also carry on in his or her absence.

Dade Community Foundation can satisfy a
client’s most generous instincts, as well as offer
substantial tax benefits. We provide the services
needed by those who want their money to make
a better world.

If you know of a colleague who would like to
receive complimentary copies of Professional
Notes, or if you wish to obtain past issues, please
call Claudianna Williams at 305-371-2711.
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This material
was originally
developed for
the use of profes-
sionals by
The New York
Community Trust,
one of the nation’s
largest community
foundations. It
was published as
of March 1, 1999
with the
under standing
that neither the
publisher nor
the authors are
engaged in
rendering legal,
accounting, or
other professional
services. If legal
advice or other
expert assistance
isrequired, the
services of a
competent profes-
sional person
should be sought.
© The New York
Community Trust
1998.

For more informa-
tion about the
Foundation call

Joe Pena, Director

of Devel opment at
305-371-2711.

Dade Community Foundation because.... Your clients could not have a more
experienced partner in philanthropy. Both individuals of wealth and modest
means have turned to the Dade Community Foundation for more than 32

years to carry out their charitable wishes. They know about our expert staff

of grantmakers, our distinguished board, and that we entrust our endowment
funds only to the nation’s most outstanding investors. Recommend they join us...
and create a legacy in a way they may not have dreamed possible.
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