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LLC Private Foundation

Ownership Flexible.
No owners. Profits of the private foundation must be used for charity and 
cannot inure to private individuals.

Management
Flexible and generally 
unrestricted.

Flexible, but management of foundation activities and compensation 
paid to managers will be subject to various restrictions under the private 
foundation rules.

Investments
Flexible--an LLC can invest in 
virtually any legal investment.

A private foundation, over the long term, may not hold a controlling interest 
in a business enterprise. For example, if Zuckerberg and Chan donated 
all of their voting Facebook shares to a private foundation, the foundation 
would generally have 5 years to reduce its voting percentage in Facebook 
to less than 20%. A private foundation is also prohibited from making a 
“jeopardizing investment” and therefore may not be able to participate in 
riskier investment activities, such as selling short.  

Distributions Flexible and not required.
A private foundation must generally distribute 5% of its net assets to 
charities each year.

General Activities
Flexible and generally 
unrestricted.  

A private foundation must be organized and operated exclusively for 
charitable purposes. A foundation may never support or oppose a 
candidate for public office. A foundation may not lobby or advocate for 
public policy changes.

Political and 
Advocacy 
Activities

Allowed to the extent of 
campaign finance laws.

Prohibited.

Charitable Tax 
Benefits

Donors do not receive a 
charitable tax-deduction for 
donating to a private LLC.

Donors generally receive a tax deduction that is limited to a percentage of 
their adjusted gross income.

Capital Gains 
Taxes

If an LLC sells appreciated 
assets, the LLC will have 
taxable gains that will pass 
through to its members.

If a donor donates appreciated capital assets to a private foundation, the 
donor may avoid paying capital gains taxes when the asset is sold. The 
foundation is subject to a small tax of 1 to 2% on net investment income 
(including capital gains), but donation to a foundation can substantially 
reduce the taxes that would otherwise apply to appreciated capital assets.

Other taxes
The LLC will pass taxable 
items through to its members.

A private foundation pays a small tax on net investment income, but is 
otherwise exempt from income taxes.  

Liability Protection

An LLC provides a level of 
liability protection to the donor, 
subject to “pierce the veil” 
concerns.  

A foundation provides a level of liability protection to the donor, subject to 
“pierce the veil” concerns. In some states, uncompensated directors and 
officers may benefit from liability protections available to charity volunteers. 
In some jurisdictions, it may also be more difficult to “pierce the veil” of a 
corporate nonprofit entity versus an LLC.
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