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dation outright. She expects that this
additional deduction will offset some of
the income and capital gains she plans to
receive from the trust.

Philip Harmon has managed to shift a
significant amount of his wealth into
trusts for his adult children and is now
concerned about creating a foundation
and providing for his grandchildren.
His lawyer recommends a charitable
lead trust,which is the mirror image of
a charitable remainder trust. In this
arrangement, Phil Harmon creates a
foundation, which is designated to
receive a stream of payments from the
trust for a specified period of years, and
at the end of that period, the trust
property passes in further trust for the
benefit of his grandchildren and their
families. The value of the family’s
remainder interest is discounted based
on the value of the charity’s interven-
ing “lead” interest in the trust, so Phil
is able to make a transfer to younger
generations of his family at a reduced
gift, estate, and generation-skipping
transfer tax cost and, at the same time,
to transfer assets to a foundation.There
is a trade-off: To avoid adverse estate
tax consequences from this arrange-
ment,Phil must transfer legal control of
the foundation to his adult children
and grandchildren. Because of the
tables used to calculate the value of the
family’s remainder interest in a charita-
ble lead trust, it is an especially appealing
vehicle during periods when interest
rates are low.

Staying Out 
of Trouble 
When you create a foundation, you are
creating a new business in a regulated
industry.You are committing hundreds of
thousands,perhaps millions or tens of mil-
lions of dollars, to this business.The IRS,
state charities officials, countless journal-
ists,and other watchdogs are looking over
your shoulder to make sure you run the
business legally and ethically.In the age of
the Internet, the availability of informa-
tion about foundations and the degree of
public scrutiny are greater than ever.

You owe it to yourself and the founda-
tion to develop at least a basic under-

standing of the applicable rules. You
may find that a general understanding
of these rules will assist you in evaluat-
ing the qualifications of prospective
advisors. The following summary is
aimed at equipping you with a basic
understanding of the key rules,but is by
no means exhaustive.The bibliography
for this chapter,or qualified legal coun-
sel, should be consulted if you wish to
pursue these topics in greater detail.

Meeting Annual 
Reporting Requirements
A private foundation must file an
annual report with the IRS, called
Form 990-PF. This form is a highly
detailed “information return” that
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■ Be prepared to commit a small but reasonable portion of the annual budget
to good governance and compliance with applicable laws.

■ Seek out lawyers, accountants, and financial advisors who are honest, expe-
rienced in the foundation area, and willing to commit the time and resources
necessary to provide thorough and thoughtful advice to the foundation. 

■ Don’t hesitate to ask prospective advisors how many foundations they have
created and how many they advise on an ongoing basis. Ask for client refer-
ences and try to find out if the clients believe they have been well served.

■ Don’t assume that the advisors who help you run your business, or the advi-
sors who handle your estate planning or prepare your tax returns, are nec-
essarily well versed in the intricate rules that govern private foundations.

■ Consider including your professional advisors at all board meetings, perhaps
even as members of the board, so they can serve as ready resources to help
the family solve legal, ethical, and practical issues.

Tips for Staying Out of the Headlines


