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Foundations 101
A Primer on Grant-Making Institutions

By Sue Santa

What do pap smears for women, emergency 9-1-1,

and highway line markers have in common? ley were
all public goods that were originally funded by private
philanthropic grantmakers. Grantmaking foundations
are to be credited with signi®cant support of these and
many other life-saving innovations.

When you spend a morning enjoying Sesame Street
with your child or grandchild, visit your local public
library, or call upon a Hospice group to provide
dignity and loving-care to your terminally ill loved-
one, remember that these programs too resulted from
the early support of American philanthropists and
foundations.

While more than 75,000 foundations exist in the
United States today, with over 6,500 new foundations
IBWJOH CFFO FTUBCMJTIFE JO BMPOF TPVSDF hF

Foundation Center), when asked, 56 percent of Not only did these business pursuits help build and
in uential Americans were unable to name a single  employ middle-class Americans, bring a"ordable
GPVOEBUJPO TPVSDF 11JMBOUISéthhdlogkeBvithioredch of €vdiydai ¢itizéMd; and

lough responsible for numerous innovations that improve everyday living, it also allowed for the creation
have improved the lives of every American, the work ofof fortunes so vast that there were millions and, in
private foundations remains largely concealed. recent cases, billions of dollars of monies left to spend

on charitable pursuits.
e Unique Tradition of American Philanthropy
A strong American philanthropic tradition exists for Philanthropy Today
two reasons, one cultural and one economic. From  Despite the lack of awareness regarding foundation
the founding onward, Americans have taken it upon  work, an increasing amount of press has been devoted

themselves to join together in an attempt to solve to the topic. In large part, this is due to the recent
society's toughest challenges. Voluntarism existed romFTUBCMJTINFOU PG UIF MBSHFTU GP
the very ®rst days. the Bill & Melinda Gates Foundation. With its
inception in 1994 and an initial contribution to the
Just as important are the economic traditions in foundation of $94 million, the Gates Foundation made

America. From the earliest days of our republic, there instant news. !e foundation continued to make news
was a strong sense that economic freedom leads to th&vith Warren Bu"ett's announcement that he would
creation of prosperity. Great wealth was created ®rst contribute the vast majority of his fortune to this rather
by merchants, then industrialists (Ford, Rockefeller,  new foundation, making the Gates Foundation the
Carnegie) and subsequently over the decades by a  world's largest grantmaker.

multitude of entrepreneurs. Most recently wealth has

been created by technology, ®nance, and entertainmeioundations such as the Gate%ontinue o) @0 R e
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(or Ford or Carnegie) foundation may receivergreate  Deaf and Hard of Hearing in Washington, D.C., the
recognition in the media and elsewhere, but these Chinchuba Institute KidSpeak Center in Louisiana,
foundations are hardly representative of the thindpit OPTION Schools in Omaha, Nebraska, and the six
®eld as a whole. lese foundations represent cnhakh Clarke Schools around the nation which focus on
number of American foundations both in termsef siz  research, curriculum development, and training of
mission, and focus. teachers for the hearing-impaired.
In nearly every community across America, you can ®nd
at least one foundation. !ese foundations may have  Because of their focused approach, Oberkotter is
several thousand or hundreds of millions of dollars in largely unknown to those in the broader foundation
assets. Typically, these foundations support local causemmunity, but to those who are bene®ciaries of their
and focus on a few areas of giving such as education, largesse, their contributions are vital. A great strength of
poverty relief, or the arts. In some cases, however, the Oberkotter Foundation is its specialized knowledge
foundations support only a single issue or range of  and its ability to discern the most e"ective means of
issues. For instance, the Oberkotter Foundation improving the lives of the hearing-impaired.
in Pennsylvania exists for the narrow purpose of
supporting educational institutions and centers for Another foundation, the Steans Family Foundation
the deaf that use the auditory/oral or auditory/verbal has not selected a single issue, but rather a single
method exclusively and research in the area of hearingreighborhood, on which to focus its giving. 2le
impairment where interdisciplinary resources are used.Steans Family Foundation concentrates its grant
making and programs in North Lawndale, a revitalizi
Very few of us have ever heard of the Oberkotter neighborhood on Chicago's West side. By dedicating
Foundation, but tens of thousands hearing-impaired time, money, and skills, this small family foundlati
children and adults across the country have been servagbrks in partnership with local residents antlintis
by its generosity. Oberkotter supports organizations to build and enhance the North Lawndale Community.
such as the Alexander Graham Bell Association for thele Foundation's work supports the idea that e"estiv
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for doing things such as failing to distribute
a certain amount of their income each year,
making investments that jeopardize their
charitable purpose, having excess business

GLOSSARY OF TERMS

What Is a Tax-Exempt Organization?*

holdings, and failing to maintain expenditure

that is exempt from federal income taxes

under the Internal Revenue Code (IRC or they Private Foundati Legall
Code). Although the Code describes more Ci;";sﬁ‘{gedg"a = P el

than 30 types of organizations that qualify fon
exemption, the type of organization that peop
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Corporations. . .organized and operated aP

exclusively for reli?ious, charitable,
scienti®c, testing

international amateur sports competition. .
.or for the prevention of cruelty to children
or animals.

Other types of organizations that quali
for tax-exempt status include social welfare

organizations, labor unions, trade associations,

social clubs, veterans' organizations, and
fraternal organizations.

What Is a Non-pro®t (Not-for-Pro®t)
Organization?*

le term @ax-exempt organization® is often
used interchangeably with the term @nonpro®t
organization. lis can be misleading. A
tax-exempt organization meets the criteria in

federal law (the IRC) to be exempt from federal
income taxes, whereas the status and privilegest

of a nonpro®t organization are determined
under state law.

le term @nonpro®t organization® generall
means a corporation that is not intended to

be pro®t-making. !e requirements vary by
state but usually take into account the fact that
nonpro®t corporations typically do not have
shareholders or the same business motives as
for-pro®t corporations.

A nonpro®t corporation is not automatically
a tax-exempt organization. Because the
guali®cations for nonpro®t status vary among
states, it is possible for the term @nonpro®t
organization® to be broader than, narrower
than, or identical to the term 2ax-exempt
organization.® For a nonpro®t organization to
be exempt from federal income taxes, it must
meet the statutory requirements found in the
IEC and usually must ®le an application with
the IRS.

What Is a Private Foundation?*

All IRC 501(c)(3) organizations are either
public charities or private foundations. Public
charities have broad public support and tend
to provide charitable services directly to the
intended bene®ciaries. Private foundations
often are tightly controlled, receive signi®cant
portions of their funds from a small number of
donors or a single source, and make grants to
other organizations rather than directly carry

re are three di"erent legal classi®cations

b G QSIJWBUF GPVOEBUJPOT QSJWI

often mean when using the phrase E"’cax-exen&grs% aﬁ?@ﬁ' e
raht?hak

mpt o

rating foundations,
found

ions (private non-

erating foundations). Private foundations
0 have special rules and limitations on

1 . lobbying activities.

or public safety, literary, or
educational purposes, or to foster national or

" QSIJWBUF PQFSBUJOH GPVOE
devotes dmost of its resources to
the active conduct of its exempt
activities.® ley are taxed on net
investment income and are subject
to restrictions that generally apply to
private foundation activity. Donors
to private operating foundations
have a higher deduction limit than
to other private foundations.

t "O FYFNQU PQFSBUJOH GPVOE
is not taxed on net investment
income and receives public support
(i.e., donations from individuals
or governments). lere are also
particular rules governing the board
of a private operating foundation.

hF NBJO BDUJWJUJFT PG B HS
making foundation (private non-
operating foundation) involve
making grants, typically to public
charities

What Is a Public Charity? 4PV SD F
Generally, organizations that are
classi®ed as public charities are those
that (i) are churches, hospitals, quali®ed
medical research organizations a#liated
with hospitals, schools, colleges and
universities, (ii) have an active program
of fundraising and receive contributions
from many sources, including the
general public, governmental agencies,
corporations, private foundations or
other public charities, (iii) receive
income from the conduct of activities in
furtherance of the organization's exempt
purposes, or (iv) actively function in

a supporting relationship to one or

more existing public charities. Private
foundations, in contrast, tydpically have a
single major source of funding (usually
gifts from one family or corporation
rather than funding from many sources)
and most have as their primary activit?/
the making of grants to other charitable
organizations and to individuals, rather
than the direct operation of charitable
programs.

4PVSDF
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out charitable activities. Private foundations are About Tax-Exempt Organizations

more closely regulated than public charities.

Private foundations are subject to penalty taxes

(Congressional Research Service).

Continued on next page
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