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When a foundation is established, it must file a Form 1023 to receive tax-exempt status with the Internal 

Revenue Service (“IRS”).  However, responsibility for tax compliance does not stop there. Below is a list 
of important compliance items and deadlines that will help your foundation not only keep, but also 

maximize, the benefits of that status! 

 

a. Tax Management: Wait, didn’t you just say that foundations are tax exempt?  Well, sort 
of.  Private foundations are still subject to a 1.39% tax on all net investment income, which 

is the amount by which the sum of gross investments income and capital gain income 
exceeds allowable deductions. This rate may seem low, but the more that can be directed to 

charitable purposes the better! 
 

b. Keep Unrelated Business Taxable Income in Mind: Commonly referred to as UBTI, 
this is revenue not considered to be related to a tax-exempt organization’s particular 

charitable purpose. UBTI may include income related to operating a business, or 
investments that were purchased using borrowed funds and can be taxed at a rate as high 

as 37%. Given this high rate, tax-exempt organizations typically seek to avoid significant 
amounts of UBTI that also require additional tax reporting (see below).  

 

c. Avoid the Following: 
 

i. Investments Not Related to Exempt Purposes – The IRS penalizes foundations 
for any investment that puts the foundation at risk of not carrying out the 

foundation’s charitable purpose. It is useful to have a tax professional track the 
investments for compliance purposes as there can be substantial taxes imposed for 

these types of investments.  
ii. Self-Dealing –The IRS prohibits any transactions that are self-dealing or 

benefitting anyone that is considered to be a disqualified person. Disqualified 
persons include board members, substantial contributors, foundation managers, 

some family members, and related corporations. Phrased another way, Directors 
and other disqualified persons must always put the interests of the foundation 

ahead of their own. Not only can self-dealing result in financial penalties, but also 
can tarnish the reputation, and thus, effectiveness of a non-profit. 

iii. Excess Business Holdings – The IRS prohibits a foundation to own a 
controlling interest in a for-profit corporation, partnership, or such other legal 

entity. A private foundation is generally permitted to hold only a certain percentage 
of the voting stock of a corporation.  

 
d. Remember to Stay Current on Tax Returns and other Filings – A private family 

foundation is required to file certain forms on an annual basis:  
 

i. Form 990-PF, Return of Private Foundation tax return – Due May 15th (extended 
due date is November 15th) 

ii. Form 990-T, Foundations with Unrelated Business Taxable Income (UBTI), must 
be filed with Form 990-PF 

iii. Form 990-W - quarterly estimated tax payments   
iv. State filings and tax returns 

v. Annual report with the SEC (for foundations with holdings over $100 million) 
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Given the complexities and potential liabilities involved in tax compliance, we recommend that 

foundations and non-profit organizations consult with a tax and/or legal advisor on any the types 
of issues discussed above.  

 

 

About Pathstone: Founded in 2010, Pathstone is an independently operated partner-owned advisory firm 

providing objective advice to families, family offices and select institutions. For more information, please 

visit www.pathstone.com. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclosure: 

 

This presentation and its content are for informational and educational purposes only and should not be used as the basis for 

any investment decision. The information contained herein is based on publicly available sources believed to be reliable but not 

a representation, expressed or implied, as to its accuracy, completeness or correctness.  No information available through this 

communication is intended or should be construed as any advice, recommendation or endorsement from us as to any legal, tax, 

investment or other matters, nor shall be considered a solicitation or offer to buy or sell any security, future, option or other 

financial instrument or to offer or provide any investment advice or service to any person in any jurisdiction.   Nothing 

contained in this communication constitutes investment advice or offers any opinion with respect to the suitability of any 

security, and this communication has no regard to the specific investment objectives, financial situation and particular needs of 

any specific recipient.  Past performance is no guarantee of future results. Additional information and disclosure on Pathstone is 

available via our Form ADV Part 2A, which is available upon request or at www.adviserinfo.sec.gov. 

   

Any tax advice contained herein, including attachments, is not intended or written to be used, and cannot be used, by a taxpayer 

for the purpose of (i) avoiding tax penalties that may be imposed on the taxpayer or (ii) promoting, marketing or recommending 

to another party any transaction or matter addressed herein.  
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