What are the Legal Responsibilities of Family Foundation Board Members?

As a board member or trustee of a family foundation, you must be willing to take legal responsibility for your foundation as a separate legal entity.  While some of the rules may seem onerous, proper procedures and board member education can minimize the risk to you and your foundation.  As with all legal issues, a qualified attorney should always be consulted.

What are the rules against self-dealing?

The main prohibition for family foundations is "self-dealing." Simply stated, a family foundation can not enter into any financial transaction with certain related parties, defined in the law as "disqualified persons."  A disqualified person is any officer, director, trustee or employee with the authority to act on behalf of the foundation and substantial contributors.

The list of prohibited transactions between a private foundation and a disqualified person includes:

· Satisfying the enforceable pledge (such as a donation) of a disqualified person

· Sale, exchange or leasing of property (such as purchasing stationery, supplies, printing, graphic design or insurance) from a disqualified person
· Lending of money or extensions of credit

· Furnishing of goods, services or facilities

· Transfer to, or use by or for the benefit of, a disqualified person of the income or assets of the family foundation

· Payment of money or property to a government official

Some specific examples of self-dealing are:

· Personal family pledges- A legally binding pledge (personal pledge to charity, etc) is a personal debt, and if a disqualified person makes such a pledge, its an act of self-dealing for a foundation to pay that debt.
· Attending fundraisers - If the foundation buys a ticket to a fundraising event, and the ticket price includes payment for goods and services (dinner and entertainment) the ticket cannot be used by a disqualified person.

For additional information, consult:

· Council on Foundations: http://www.cof.org/
· Family Foundations and the Law: What You Need to Know, by John Edie

