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circumstances. A private foundation risks loss of exemption for engaging in prohibited activities only in the 
case of willful or repeated acts or a willful and flagrant act giving rise to excise tax liability.

 1. Tax on Investment Income

 Private foundations are liable for a 2% tax on their net investment income. Net investment income is 
composed of a foundation's gross investment income and capital gain net income, reduced by certain 
deductions related to the production of such income. Unlike the other special taxes on private foundations, 
the tax on net investment income is not intended to penalize private foundations for engaging in 
inappropriate behavior but rather was enacted to raise revenue to fund the administration of the tax laws 
pertaining to exempt organizations. Certain exempt operating foundations are exempt from the tax and a 
reduced rate of tax is available for private foundations that meet certain distribution requirements.

 2. Taxes on Self-Dealing Transactions

 The taxes on self-dealing transactions regulate transactions between private foundations and 
disqualified persons. Self-dealing transactions are prohibited regardless of the fairness of a particular 
transaction to the private foundation. Acts of self-dealing include, subject to numerous exceptions, sales or 
exchanges of property, leases, loans, the furnishing of goods, services, or facilities, the payment of 
compensation, and the transfer or use of the income or assets of a private foundation. The initial and 
additional taxes on self-dealing transactions are payable by disqualified persons who engage in the 
transactions and by certain foundation managers who participate in the transactions. No tax is imposed on 
the foundation.

 3. Taxes on Failure to Distribute Income

 The taxes on failure to distribute income require a private foundation annually to distribute specified 
minimum amounts of its income or assets for charitable purposes. To avoid the tax, a private foundation 
must distribute or expend its income within a specified period of time after receiving the income. If the 
foundation has no income, certain minimum distributions of principal must be made. The initial and 
additional taxes for failure to distribute income are payable by the private foundation.

 4. Taxes on Excess Business Holdings

 The taxes on excess business holdings limit the ability of a private foundation to maintain an 
ownership interest in a corporation or other business enterprise. To avoid a tax on excess business holdings, 
a private foundation must confine its holdings in any business enterprise to certain permitted levels. In 
general, the permitted holdings are controlled by a 20% limitation or a 35% limitation. The holdings of 
disqualified persons are taken into account in determining a private foundation's ownership interest in an 
enterprise. The initial and additional taxes on excess business holdings are imposed on the private 
foundation.
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 5. Taxes on Jeopardizing Investments
 
 The taxes on jeopardizing investments regulate the manner in which a private foundation's income 
and assets may be invested. The taxes apply whenever a private foundation invests any amount in such a 
manner as to jeopardize the carrying out of its exempt purposes. To avoid a tax on jeopardizing investments, 
the managers of a private foundation must generally exercise ordinary business care and prudence in the 
making of investments on behalf of the foundation. The initial and additional taxes on jeopardizing 
investments are imposed on the private foundation and on foundation managers who participate in the 
making of the investment or fail to agree to removing the investment from jeopardy.

 6. Taxes on Taxable Expenditures

 The taxes on taxable expenditures regulate certain expenditures by private foundations. To avoid a 
tax, a private foundation must refrain from making a variety of expenditures that have been designated as 
taxable expenditures. Subject to certain exceptions, taxable expenditures include amounts paid or incurred 
for legislative or political purposes, grants to individuals for travel or study, and more generally any amounts 
expended for noncharitable purposes. In addition, grants by a private foundation to another private 
foundation are taxable expenditures unless the grants are monitored by the grantor organization to ensure 
proper treatment of the funds by the grantee organization. The initial and additional taxes on taxable 
expenditures are imposed on the private foundation and on foundation managers who agree to the making of 
the expenditures or who refuse to agree to a correction of the expenditure.

 Compliance
 
 Private foundations are subject to all of the procedural requirements for obtaining and maintaining 
tax exemption that apply to charitable organizations generally. In addition, private foundations must satisfy 
additional requirements pertaining to the contents of their governing instruments and must furnish more 
information than other charitable organizations on their annual returns.


