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Statfing your private foundation

Determining the right role, compensation and fit
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Family funded

and managed

A private foundation is an
independent charitable giving
vehicle, typically controlled
by a single person or a small
group of donors. Private
foundations are often family-
run and funded foundations,
so the family members make
the decisions on which
organizations to support, at
what donor level and the role
the foundation plays in their
overall philanthropy. They
may see the need to hire
staff to carry out the mission,
manage the day-to-day work
and keep the foundation
actively engaged in fulfilling
responsibilities.
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Philanthropy is a powerful tool to create
change, and many individuals and families
find a private foundation best suits their
charitable giving efforts. As operations
become more complex and involve more
grantees and activities, you may find the
amount of work time-consuming and
determine the need to hire staff.

This white paper provides key considerations when hiring and compensating
foundation staff, which can include family members or foundation insiders.

A range of staffing needs

Private foundation donors and family members generally have assigned board

roles and responsibilities such as president, treasurer and secretary, but depending
on the size or complexity of the foundation, there may be more day-to-day work
involved. You may determine you need a paid staff person to gather paperwork
and information for your foundation’s trusted advisors to prepare tax returns. In
other cases, your foundation might have a complex grant application process, need
to conduct site visits to charities or run its own charitable programs. If this is the
case, your board might consider hiring a staff person to help with the operations
on a full- or part-time basis.

Involving family and insiders

You can hire foundation insiders, or substantial contributors to the foundation and
their family members to work for the foundation. A role working as a staff person
for the foundation may be a valuable opportunity for younger family members who
have a passion for charitable work or who want to develop new skills. For some
families who put a high priority on the privacy of their philanthropic discussions, a
family member might feel like a better choice than having an outsider involved in
their philanthropic discussions.
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If the IRS determines
staff has received too
much compensation,
the foundation and the
individuals who were
paid may face negative
consequences.
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The importance of being cautious

The IRS allows foundations to pay staff; however, the specific details are not well-
defined. These parameters are left for foundations to determine, given the wide
range of differences in geographies, responsibilities and activities foundations
engage in. Unfortunately, if the IRS determines staff has received too much
compensation, you may find that your foundation and the individual(s) involved
face negative consequences.

We'll help you explore how to construct compensation packages so you can feel
confident about how your foundation sets salaries.

Creating job descriptions

Creating a specific job description for each hired staff position can help by defining
the basis for compensation. To determine whether to hire staff, your board should
first consider your foundation'’s:

e Planned grantmaking activity

e Engagement in their chosen program areas

e Approach to site visits

Then your board can create a list of all the tasks and responsibilities that need to
be fulfilled for the foundation. Once they have this list, the board can determine
which responsibilities could be handled by professional advisors and which by
board members themselves. The remaining items can then be used to define
specific positions and responsibilities to be handled by paid staff.

Once the scope of each role has been determined, the board can begin to create
a job description with itemized tasks. Some tasks may be more administrative in
nature, while others may require more interpersonal skills such as conducting site
visits, interviewing and interacting with grantees, and communicating with the
community. Your foundation board should estimate how much time on a weekly
basis each role would require, in order to determine whether the foundation
needs a part-time person, a full-time person or potentially several staff people
for different roles.

Defining these roles is important for a variety of reasons. It makes the
responsibilities clear for the person(s) doing the work as well as for family members
who are involved and/or aware of the family foundation. A job description also
serves as a guide to determine what is beyond the scope of the role and to set clear
expectations for fulfilling the work. This way, for example, if there is one family
member who is employed by the foundation, it's clear to the other family members
what work is involved in the paid position as well as what isn't.

Determining compensation ranges

Another benefit of having a defined job description is that it allows your board to
go out to the open job market and look at what other, comparable foundations
are paying their staff in an equivalent role. This is a vital step for determining
appropriate compensation. You should look at foundations with similar:

e Size

¢ Geographic area

¢ Roles and responsibilities
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It is well worth the effort
to determine reasonable
compensation properly.

If your foundation is
audited, your board needs
to be prepared with a report
covering how they arrived

at any compensation.
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Some foundations or researchers will look at compensation studies from regional
or national associations of grant-makers to get started in determining the
compensation range, but it can be difficult to narrow down the amount because
many private foundations do not employ staff. Job titles are also not always applied
in a systematic way. For example, President, CEQO, Director and Executive Director
can all potentially reference the same role or level of responsibility. In many cases,
researching compensation may involve examining compensation and role definition
at public charities or for-profit companies as well as at other foundations.

Clearly, determining reasonable compensation properly takes effort to ensure
the correct documentation. However, this effort is well worth it. There are some
companies that will do a compensation analysis for families to gather all the
research and documentation. In other cases, a family might do the research on
their own or with help from an attorney or other advisor.

Covering the bases

Once your board has gone through the process and documented how they arrived
at the compensation for the foundation staff, it's important to keep the
information on file. This way, if your foundation is audited in the future and
regulatory agencies have questions about the amount, the board would be
prepared with a report that covers how they arrived at the compensation. Be sure
to update the documentation if the roles and responsibilities of the job change.

Keep in mind that the 990-PF, the annual tax return a private foundation must file,
is publicly available to anyone who requests it. Additionally, there are a

few companies who compile the 990-PFs from all private foundations and for a
subscription fee, make some of the data searchable. This makes all compensation

information, from director or trustee fees to salaries paid, available to the public.

The right fit

The potential for IRS penalties as well as negative press and attention for your
family make it critical to ensure that the person hired for a particular job has the
appropriate skills and qualifications. A compensation study may reveal ranges of
appropriate salaries for the position with your foundation. At that point, you need
to have an honest look at the person you are looking to hire, their background,
experience and any special skills—especially if the person is a family member.
Anything you pay a family member should be equivalent to what you would pay a
non-related third party with a similar background for the same job. You also need
to remember that the salary is based on where the person performing the job is
located, not where the foundation is located. The salary for foundation staff living
in Nashville, for example, may not necessarily be the same as for staff located in
New York City.

Know the risks: IRS penalties

People often assume that if the foundation pays an insider what the IRS deems to
be excessive compensation, that the foundation itself would have to pay a penalty.
This is true. Any excessive compensation paid would result in a taxable
expenditure, which would require the foundation to pay a 20% penalty on the
unreasonable portion of the compensation.
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That's not all, though; because this would be considered a “self-dealing” violation,
the insider who received the excess compensation would actually be the one
who pays the largest penalty. This person would have to pay back the excess

0 compensation amount, typically with interest, plus a 10% penalty on the amount
involved —generally that excess number. There could be additional penalties
if it isn't paid back in a timely manner, extra penalties could be assigned to

Key takeaways other foundation board members if it's determined that they knew the amount
The three most important was excessive, and if the IRS feels it's really egregious, they could revoke the
things to remember are: foundation’s tax-exempt status entirely.

1) Document the process _

2) After defining a job In conclusion

If the work required to run a private foundation efficiently makes hiring staff

description, take a necessary, it's appropriate to hire paid staff. When you have a family member

close look at what the who is passionate about the family philanthropy and wants to go to work for

compensation would be the foundation, it's well worth the time and energy to get the role definition

for a non-related third and compensation right.

party for tha.t pOSItIOO Your UBS Financial Advisor can serve as a resource even before you've established
3) Get experts involved in a private foundation or other giving vehicle and started to think about staffing.

the process Your Advisor can provide guidance for your liquidity, longevity and legacy needs,

and set up a conversation with the UBS Family Advisory and Philanthropy Services
team for additional assistance.

Want to learn more?
Contact your UBS Financial Advisor.

This report is provided for informational and educational purposes only. Providing you with this information is not to be considered a solicitation on our part with respect to the purchase
or sale of any securities, investments, strategies or products that may be mentioned. In addition, the information is current as of the date indicated and is subject to change without notice.

As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment adviser and
brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in material ways and are
governed by different laws and separate arrangements. It is important that clients understand the ways in which we conduct business, that they carefully read the agreements and
disclosures that we provide to them about the products or services we offer. A small number of our financial advisors are not permitted to offer advisory services to you, and can
only work with you directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the case and, if you desire advisory services, will be happy to
refer you to another financial advisor who can help you. Our agreements and disclosures will inform you about whether we and our financial advisors are acting in our capacity as
an investment adviser or broker-dealer. For more information, please review the PDF document at ubs.com/relationshipsummary.

This piece provides general information on the topic discussed and is not intended as a basis for decisions in specific situations. Nothing contained within this publication constitutes
investment, legal, tax or other advice nor should it be relied upon in making a decision. Before making a decision it is recommended to seek the advice of an independent tax or legal
consultant. Because of the complexities involved with developing tax planning strategies, experienced legal and tax counsel should be consulted before implementing a strategy. UBS
Financial Services Inc. and its affiliates do not provide legal or tax advice. Accordingly this material is not intended to be used, and cannot be used or relied upon, by any taxpayer for the
purpose of (i) avoiding penalties under the Internal Revenue Code, or (ii) promoting, marketing or recommending to another party transaction or tax-related matter(s). Clients
should consult with their legal and tax advisors regarding their personal circumstances.

© UBS 2022. All rights reserved. The key symbol and UBS are among the registered and unregistered trademarks of UBS. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/
SIPC. 152206524 11/30/2023.
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