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INTRODUCTION:
THE POWER OF A
PERSONAL
MISSION

Starting a foundation is
a  profound  way  to
transform a passion for
giving  into  a  lasting
legacy. Whether driven
by a desire to cure a
d i sease ,  suppo r t
u n d e r p r i v i l e g e d
communities,  preserve
the  arts,  or  advance
e d u c a t i o n ,  m a n y
individuals and families
ask:  How to  start  a
foundation?  It  is  not
merely  about  setting
as ide  money;  i t  i s
about  bu i ld ing  an

institution  that  can
make  a  difference  for
generations. While the
process  may  seem
d a u n t i n g ,
understanding  the
essential  steps  can
turn  a  philanthropic
d r e a m  i n t o  a
structured reality. This
guide  will  walk  you
through  the  critical
phases  of  establishing
your  own  foundation,
from  defining  your
vision  to  navigating
legal  requirements,
e n s u r i n g  y o u r
charitable  efforts  are
effective,  compliant,
and  enduring.

UNDERSTANDING
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WHAT A
FOUNDATION IS

Before  diving  into  the
steps,  it  is  helpful  to
clar i fy  the  term.  A
foundation is a type of
nonprofit  organization
that  typically  provides
g r a n t s  t o  o t h e r
charitable  causes  or
d i rect ly  operates
charitable  programs.
Foundations  can  be
private  (often  funded
by  a  single  family  or
individual)  or  public
(which raise funds from
the  general  public).
Most  first-time
philanthropists  opt  for
a  private  foundation,
especially when asking
h o w  t o  s t a r t  a
foundat ion  w i th  a
focused  mission  and
dedicated  funding.
However, you can also
explore  donor-advised
funds  or  community
foundations as simpler
alternatives.  For  the

purpose of this article,
we will concentrate on
c r e a t i n g  a n
independent,  tax-
e x e m p t  p r i v a t e
foundation.

STEP 1: CLARIFY
YOUR
PHILANTHROPIC
MISSION AND
VISION

T h e  h e a r t  o f  a n y
successful  foundation
is  a  clear,  compelling
mission.  Without  it,
dec is ions  become
scattered and impact is
d i l u t e d .  S t a r t  b y
answering fundamental
questions:

What problem
do you want to
solve? Is it local,
national, or
global?
Who will
benefit? Identify
your target
population (e.g.,
children,
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veterans, artists,
environmental
advocates).
What change
do you hope to
see? Be specific:
“improving
literacy rates in
rural
communities” is
stronger than
“helping people
read.”

Your mission will guide
every  subsequent
choice,  f rom  legal
s t r u c t u r e  t o
grantmaking  strategy.
Write  a  sentence that
captures your purpose,
then  share  i t  w i th
trusted  advisors  to
e n s u r e  i t  i s  b o t h
insp i ra t iona l  and
practical.  This  clarity
will also help when you
begin to explain how to
start  a  foundation  to
lawyers,  accountants,
and  potential  board
members.

STEP 2: CHOOSE
THE RIGHT TYPE
OF FOUNDATION

There  is  no  one-size-
fits-all  answer  to  how
t o  s t a r t  a
foundation .  Your
choice  depends  on
fund ing  sou rces ,
c o n t r o l ,  a n d
operational complexity.
T h e  t w o  m a i n
categories  are:

Private
Foundatio
n
Typically  funded  by  a
s ing le  source  (an
individual,  family,  or
corporation).  It  enjoys
tax-exempt  status  but
f a c e s  s t r i c t e r
regulatory rules and a
mandatory  annual
payout  requirement
(usual ly  5%  of  net
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investment  assets).
Private  foundations
offer  complete  control
over  grantmaking  and
are ideal for those who
want  to  build  a  long-
term  philanthropic
vehicle.

Public
Charity
Also known as a public
foundation,  this  entity
ra ises  funds  f rom
multiple  sources  and
must  demonstrate
broad  public  support.
While less common for
individual  founders,  it
can be suitable if  you
p l a n  t o  s o l i c i t
donations  from  the
general  public.  Public
charities  have  fewer
payout  requirements
and more favorable tax
treatment for donors.
For  most  beginners,  a
p r i v a t e  n o n -

o p e r a t i n g
foundation  is the go-
to structure. It does not
run  its  own  programs
but  instead  provides
g r a n t s  t o  o t h e r
nonprofits.  If  you  wish
t o  r u n  p r o g r a m s
d i r e c t l y  ( e . g . ,  a
scholarship program or
a  h e a l t h  c l i n i c ) ,
consider  a  private
o p e r a t i n g
foundation.  Discuss
these  options  with  a
qualified  attorney  to
determine what  aligns
with your goals.

STEP 3: ESTABLISH
A LEGAL
STRUCTURE AND
BOARD OF
DIRECTORS

O n c e  y o u  h a v e  a
mission  and  type  in
m i n d ,  t h e  n e x t
question  in  how  to
start  a  foundation
i n v o l v e s  l e g a l
fo rmat ion .  I n  the
United States, you will
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typically incorporate as
a  nonprofit  corporation
in the state where your
foundat ion  wi l l  be
based. This involves:

Choosing a
unique name
(check
availability with
the state’s
business
division).
Filing Articles of
Incorporation
that include your
charitable
purpose.
Appointing a
board of
directors
(minimum one
person, but three
is recommended
for grants and
oversight).

Your  board  should
include individuals who
share your passion and
bring diverse expertise
–  legal,  financial,  and
programmatic.  Their

primary  duties  are
fiduciary:  ensuring  the
foundation  follows  its
miss ion,  manages
assets responsibly, and
c o m p l i e s  w i t h
regulat ions.  Many
founders  serve as  the
b o a r d  c h a i r  o r
president, but it is wise
to include independent
members  to  ensure
accountability.

STEP 4: DRAFT
BYLAWS AND
GOVERNANCE
POLICIES

Bylaws are the internal
rules that  dictate how
your  foundation  will
operate.  They  cover
meeting  frequency,
board  member  terms,
voting procedures, and
conflict-of-interest
p o l i c i e s .  S t r o n g
governance is essential
when learning how to
start  a  foundation
because  the  IRS  and
state  regulators  will
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s c r u t i n i z e  t h e s e
d o c u m e n t s .  K e y
elements  include:

Purpose and
mission
restatement.
Number and
duties of
directors.
Officer positions
(president,
treasurer,
secretary).
Procedures for
amending
bylaws.
Conflict-of-
interest policy
(mandatory for
tax exemption).
Dissolution
clause (assets
must go to
another charity).

While  templates  are
available online, hiring
a n  e x p e r i e n c e d
nonprofit  attorney
ensures  your  bylaws
m e e t  a l l  l e g a l
requirements  and

reflect best practices in
philanthropy.

STEP 5: APPLY FOR
FEDERAL TAX
EXEMPTION
(501(C)(3)
STATUS)

This  is  arguably  the
most  critical  step  in
h o w  t o  s t a r t  a
foundation.  Without
IRS recognition of your
foundation  as  a  tax-
exempt  organization,
donors  cannot  deduct
contributions,  and you
will  not  enjoy  the  tax
benefits  of  operating  a
foundat ion.  In  the
United  States,  you  file
Form  1023  (or  the
streaml ined  Form
1023-EZ  for  smaller
foundations with assets
under $250,000) within
2 7  m o n t h s  o f
incorporation.
T h e  a p p l i c a t i o n
requ i res  deta i led
information about your
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structure,  finances,
g o v e r n a n c e ,  a n d
planned activities. You
must demonstrate that
y o u  w i l l  o p e r a t e
e x c l u s i v e l y  f o r
charitable  purposes.
The  IRS  approval  can
take  several  months,
so  patience  is  key.
Once  approved,  you
w i l l  r e c e i v e  a
determination  letter
confirming  your
501(c)(3)  status.  Keep
this  document  safe;
you will  need it  when
opening bank accounts
and applying for state-
level exemptions.

STEP 6: OBTAIN AN
EMPLOYER
IDENTIFICATION
NUMBER (EIN)

Before  filing  Form
1023, you need an EIN
from the IRS. Think of
this as a social security
n u m b e r  f o r  y o u r
foundation.  You  can
apply online via the IRS

website  for  free.  The
EIN is used to open a
bank  account,  file
annual  returns,  and
report taxes. This step
is  straightforward  but
e s s e n t i a l  a s  y o u
continue learning how
to start a foundation
from  a  financial
perspective.

STEP 7: CREATE A
FUNDING AND
INVESTMENT PLAN

A  foundation  without
assets is just an idea.
You  must  t ransfer
funds,  property,  or
other  assets  to  the
foundation.  Common
f u n d i n g  s o u r c e s
inc lude  pe r sona l
wealth,  proceeds from
a  business  sale,  or
family  contributions.
Once  assets  are  in
place, decide how they
will be managed:

Endowment
model: Invest
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the principal and
use only the
earnings for
grants. This
ensures
perpetuity.
Spend-down
model: Use both
principal and
earnings over a
set period (often
during the
founder’s
lifetime). This
maximizes
immediate
impact.

Engage  a  financial
advisor experienced in
p h i l a n t h r o p i c
investment.  They  can
he lp  you  c reate  a
portfolio that balances
growth  and  liquidity
while  complying  with
the mandatory  payout
r e q u i r e m e n t .
D o c u m e n t  y o u r
investment  policy  in
writing to guide future
board decisions.

STEP 8: SET UP
OPERATIONAL
PROCEDURES

Now that the legal and
financial  foundations
are in place, focus on
day-to-day  operations.
For a small foundation,
the founder may act as
the  sole  staff  member.
But  even  min ima l
administration requires
clear processes:

Grantmak
ing
Guideline
s
Decide  how  you  will
find  and  vet  grantees.
W i l l  y o u  a c c e p t
u n s o l i c i t e d
applications, or will you
inv i te  proposa ls?
C r e a t e  a  s i m p l e
app l icat ion  form,
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define  evaluation
cr i ter ia ,  and  set  a
timeline  for  review.
Many  foundat ions
focus  on  a  few  high-
impact  grants  rather
than many small ones.

Record
Keeping
and
Complian
ce
Maintain  meticulous
records  of  all  financial
transactions,  board
meeting  minutes,  and
grant decisions. Private
foundations  must  file
Form 990-PF annually
with the IRS,  which is
publicly available. This
fo rm  deta i l s  your
assets,  grants,  and
c o m p e n s a t i o n .
Noncompliance  can

lead  to  penalties  or
revocat ion  o f  tax
exemption.

Communi
cation
and
Transpar
ency
W h i l e  p r i v a t e
foundations  are  not
required  to  have  a
p u b l i c  w e b s i t e ,
transparency  builds
trust. Consider creating
a  s imple  s i te  that
states  your  mission,
grant  guidelines,  and
list  of  recent  grants.
T h i s  a l s o  h e l p s
potential  applicants
find  you.

STEP 9:
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UNDERSTAND
ONGOING

RESPONSIBILITIES

Starting  is  just  the
b e g i n n i n g .  A
foundation  requires
continuous attention to
remain  effective  and
compliant. Key ongoing
duties include:

Annual payout:
Distribute at
least 5% of the
average net
investment
assets each year.
Self-dealing
rules: Avoid
transactions with
disqualified
persons (e.g.,
you, your family,
board members)
that benefit them
personally.
Excess
business
holdings:
Private
foundations
generally cannot

own more than
20% of a for-
profit business.
State filings:
Many states
require
registration or
annual reports
for charitable
organizations
operating within
their borders.

Ignoring  these  rules
can  result  in  excise
t a x e s  o r  l o s s  o f
exemption. That is why
many  founders  work
w i t h  a  p a r t - t i m e
accountant  or  hire  a
f o u n d a t i o n
management service.

STEP 10:
EVALUATE IMPACT
AND ADAPT

The  final  piece  of  how
to start a foundation
involves  measuring
success .  W i thout
evaluation, you may be
writing checks without
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knowing if they matter.
Define  metrics  that
align with your mission
–  such  as  number  of
students  graduating,
a c r e s  o f  l a n d
conserved, or research
papers  publ ished.
Regularly  ask  your
grantees  for  progress
r e p o r t s  a n d  v i s i t
projects when possible.
As you learn from your
giving,  be  willing  to
adjust  your  strategy.
Ph i l an th ropy  i s  a
journey,  not  a  static
checklist. Some of the
most  effective
foundat ions  have
evolved  their  mission
as they gained deeper
understanding  of  the
problems they address.

CONCLUSION:
YOUR
FOUNDATION,
YOUR LEGACY

Learning how to start
a  foundation  is  an

empowering  process
t h a t  c o m b i n e s
strategic  planning,
legal  compliance,  and
heartfelt  generosity.
While the steps – from
defining  your  mission
to  nav igat ing  IRS
applications  –  may
seem  overwhelming,
each brings you closer
to  creating  a  vehicle
that can change lives.
Remember, you do not
need to be a billionaire
to  start  a  foundation;
y o u  n e e d  a  c l e a r
vision, a willingness to
learn, and the help of
good  advisors.  Once
estab l ished,  your
foundation  will  be  a
testament  to  your
values  and  a  tool  for
positive  change  that
out lasts  your  own
lifetime.  Begin  with
your  why,  then  move
methodically  through
the  how.  The  world
needs more thoughtful
givers.


