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Making Charitable Money
Mixed Results with F l oOlD.:

Donor-Advised Funds

by Rick Cohen

While critics of DAFs see them as a means of subterfuge, a closer look at the composition

and behavior of DAFs and DAF managers reveals a more complex dynamic.

With effective oversight and transparency, a more equitable approach to spend-out requirements, and a

smarter approach to charitable giving, DAFs can be a great vehicle for the middle-income donor.

But one thing is for sure: DAFs are a significant—and growing—part of philanthropy.

HY DO DONOR-ADVISED FUNDS (DAFS),
as an instrument of charitable or
philanthropic giving, so often seem

to stir up a hornet’s nest of com-
mentary and complaints? One would think that
as the conveyer belts moving billions of dollars
from charitable donors to charitable recipients,
accomplished with a few cursor movements and
a click, DAFs would be widely applauded for
making charitable giving easier, faster, simpler.
In years past, criticism focused on the role of
large financial institutions, such as Fidelity Invest-
ments, Vanguard, and Charles Schwab, among
others, serving as the sponsors and managers of
donor-advised funds. Being corporate players,
their role in the donor-advised fund field was
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at large.

viewed—Ilargely by their competitors in commu-
nity foundations—as suspect. The fact that these
corporate sponsors were earning little to nothing
from their 501(c)(3) national DAF arms, that com-
munity foundations were themselves often tied
quite closely to local banks and other corpora-
tions, and that the corporate DAFs were operating
more cheaply and flexibly for smaller donors than
community foundations, however, has worn down
the theory of corporate taint. Now, the criticism
leveled at DAFs is spotlighting not their corporate
roots but rather their grantmaking practices.
Think of the managers of DAFs—whether the
couple of dozen corporations in the game, the 750
community foundations (as of 2011) whose giving
is largely dependent on the DAFs they control,!
or the many other institutions (universities, hos-
pitals, and other independent charities) that hold
and manage DAFs—as gatekeepers to alarge and
rapidly increasing swath of philanthropy. DAFs
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Are DAFs a “wink and a
nod” for potential
donors? Although the
typical account size fora
DAF ata community
foundation is quite large
[. . Jincreasingly DAFs
are a charitable donation
instrument for middle-
income investors with

the impulse to give. ...
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already dominate the resources for giving by com-
munity foundations, and small private founda-
tions are discovering that it is simpler and cheaper
to operate as a DAF—with the likes of Fidelity
Investments and Charles Schwab providing the
institutional operating infrastructure—than to
straggle along as a small grantmaker. Despite
the popularity and growth of the national DAF's,
critics continue to raise issues about the account-
ability of donor-advised funds.

The critics aren’t fly-by-night naysayers but
rather well-respected observers of the philan-
thropic scene. Boston College law professor Ray
Madoff calls DAFs “problematic because they
are based on deception.” In comments submitted
to the Internal Revenue Service, Madoff wrote,
“The legal regime governing DAFs undermines
the integrity of the tax system by implicating the
government in a ‘wink and a nod’ system that
encourages artifice over substance.”? In Madoff’s
conception, the concern is that donors make irre-
vocable (fully charitably deductible) gifts to the
501(c)(3) sponsors, who then hold and admin-
ister the funds, “leav[ing] donors vulnerable to
unscrupulous and insolvent sponsoring organiza-
tions that choose to exert their legal rights over
the funds rather than their ‘understanding’ with
the donor.”®

One element of the “wink and nod,” as seen
by the National Committee for Responsive Phi-
lanthropy’s Kevin Laskowski, is the dynamic of
DAF distributions, or “payout.” Laskowski notes,
for example, that, in the aggregate, 126 large DAF
managers had a payout rate of 22 percent of their
$24.2 billion in assets; but a 2006 Department of
Treasury study of more than 106,000 individual
DAFs demonstrated that, while showing a mean
payout of 9.3 percent, the DAFs had a median
payout of 0.6 percent, half of the DAFs had a
payout of less than 1 percent, and one-fourth had
no payout at all during the study year.

Are DAFs a “wink and a nod” for potential
donors? Although the typical account size for a
DAF at a community foundation is quite large
(often five or six figures and, for some of the com-
mercial sponsors, requiring a minimum invest-
ment of at least $25,000), increasingly DAF's are a
charitable donation instrument for middle-income

investors with the impulse to give—and many,
such as the investor in the story below, are more
and more finding DAFs an attractive vehicle for
doing so.

The Middle-Income Donor
A few years ago, a DAF investor (who prefers to
remain anonymous) and his wife had an equity
investment, made up of mutual funds, with Fidel-
ity Investments.® The investment had appreciated
greatly, but the couple were informed by their
financial advisor that at that time it had “gone as
far as it was going to go.” It wasn't a large invest-
ment—worth perhaps $17,000 if it were sold—and
the capital gains hit would have been significant.
The Fidelity Charitable Gift Fund had lowered
its minimum threshold for establishing a donor-
advised fund, from $10,000 to $5,000 (subsequently
matched by Schwab Charitable), and the couple
were advised that if they donated the stock rather
than selling it, they would avoid the capital gains
hit. Because it was a Fidelity account, it was easy
for them to transfer it to the gift fund. It was basi-
cally conducted online. As they put it, they “did it
in about three or four clicks.” The administrative
cost? Fifty to sixty basis points, as they recall.®
The online ease in establishing the fund was
matched by that of using it for making donations.
For the couple, it was “our philanthropic check-
book.” They used it to make donations “very much
tied to things that we’'re committed to,” including,
in their case, a foundation that supported their
local public library and another foundation that
raised money for their public school. After four
years, they had spent down their small DAF, but
they decided to add additional funding to it. Inter-
estingly, they pointed out that for them the attrac-
tiveness of a DAF was that, as moderately sized
investors and charitable donors, they didn’t need
to pay for charitable advice. In their view, “ultra-
high-net-worth individuals or families [as a result
of] an IPO, or, most importantly, when a family
business is sold, [when] there are some serious
assets moving, these are the folks who are looking
for new situations, looking for charitable advice.”
Those high-net-worth individuals might set up
a DAF with a sponsor that caters to givers of a
couple of million a year, but for middle-income
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givers, paying another fifty to one hundred basis
points is a premium that, as small donors, they
neither want nor need to pay.

A recently retired community foundation CEO
confirmed the couple’s DAF experience, explain-
ing that “the typical Fidelity donor is using it more
like a charitable checking account. People basi-
cally know where they want to give, and need a
mechanism to do it. They don’t see the added value
of advice from a foundation.” But they aren’t quite
the same as a checkbook. Linked to the donors’
array of other financial assets—with charitable
investments and income investments presented
through an integrated online platform—DAF's are
rather more contemplative and research oriented
than your typical checkbook. On most DAF plat-
forms, a donor can see his or her entire history of
grantmaking, generate an analysis of the kinds of
organizations supported, and move more money

into DAFs from investments.

DAF Assets Skyrocket

Our donor couple in question are hardly alone in
finding DAF's an increasingly attractive vehicle for
charitable giving. As figures 1-3 (above and follow-
ing page) demonstrate, donor-advised funds are
a significant and growing part of charity and phi-
lanthropy. As of 2011, the National Philanthropic
Trust tracked 652 DAF sponsors—including com-
mercial funds and community foundations—man-
aging a combined total of 177,357 DAF accounts,
finding that they had, in aggregate, $37.43 billion in
assets under management, received $9.64 billion
in contributions, and distributed $7.7 billion in
grant dollars for a total payout (grant dollars
divided by assets under management and grant
dollars) of 17.1 percent.”

Although DAF assets declined during the
deepest part of the recent recession, they skyrock-
eted in 2010 and 2011, increasing by $10 billion
in asset value over 2009. And, while the rate of
DAF grant or payout growth wasn’t quite as high
as the growth in assets under management, they
still increased from $6.26 billion in 2009 to $7.7
billion in 2011.8

On a cumulative basis, all DAF's add up to one
massive foundation, with $37.43 billion in assets—
slightly larger than the one largest individual
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Figure 1: Overview of Donor-Advised Fund Market

2010 201

Assets under management $31.85 billion §37.43 billion
Total contributions $8.71 billion §9.64 billion
Total grant dollars $6.78 billion §7.70 billion
Total payout 17.6% 17.1%
Total # of DAF accounts 170,276 177,357
Average size of DAF account $187,050 $211,067

Adapted by the author from “Table 1: 2012 Donor-Advised Fund Market Overview,” 2012 Donor-Advised Fund Report

(National Philanthropic Trust, 2012)°

foundation, the Bill and Melinda Gates Founda-

tion, which in 2011 had assets of $34.6 billion.

In comparison with the cumulative DAF grants

payout of 17.1 percent, the Gates Foundation qual-

ifying distributions (including permitted adminis-

trative costs) that year reached 11.44 percent,and  Although DAF assets

its grants-only payout was 9.34 percent. For the . .

. . . . declined during the
top forty-nine foundations (including five commu-
nity foundations) that reported assets under man- deepest part of the

agement, grants payout, and total payout, their )
cumulative grants payout was only 5.34 percent, recent recession, they
and their total qualifying distributions, including skyrocketed in 2010

PRIs (program-related investments), loans, and
permitted administrative costs, were 6.37 percent. ~and 2011, increasing
Removing the high-payout Gates Foundation by $10 billion in asset
from the list, the cumulative grants payout of the
remaining forty-eight largest foundations drops  value over 2009.
to only 4.47 percent and their cumulative total
distributions to 5.27 percent.'
Nonetheless, as Laskowski points out, that 17.1
percent is a cumulative payout for all DAFs.!! By
type of sponsor, single-issue DAF's had the highest
cumulative payout rates and community founda-
tions the lowest, but all were decidedly higher
than the typical private foundation payout rate,
which hovers around 5 percent (see figure 2, fol-
lowing page).
However, unlike institutional foundations
whose 5 percent payout rates, for example, apply
to their entire assets annually, a national spon-
sor’s or a community foundation’s donor-advised
fund payout rate applies to the funds of dozens,
hundreds, or in some cases thousands of donors,
and, as a result, several DAFs with high payout
rates could camouflage a DAF that pays out little

or nothing over the years (see figure 3).
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Figure 2: Payout Rate by DAF Sponsor Type (%)

DAF Sponsor Type 2007 2008 2009 2010 2011
National Charities 17.0 193 20.0 18.8 17.8
Community Foundations 143 16.5 14.1 13.7 12.5
Single-Issue Sponsors 205 228 238 23.7 247

Adapted by the author from“Figure 12: Total Payout from Donor-Advised Funds by Charitable Sponsor Type,” 2012 Donor-Advised Fund Report
(National Philanthropic Trust, 2012)™

Figure 3: Number of DAF Accounts by DAF Sponsor Type

DAF Sponsor Type 2007 2008 2009 2010 2011

National Charities 71580 82720 8,410 91,720 95580
Community Foundations 42020 43,810 45,280 47340 49,460
Single-Issue Sponsors 38,000 35,520 34,700 31,210 32,100

Adapted by the author from “Figure 8: Number of Donor-Advised Fund Accounts by Charitable Sponsor Type (Thousands),” 2072 Donor-
Advised Fund Report (National Philanthropic Trust, 2012)"

The challenge would be to determine the indi-

vidual payout rates of individual DAFs and develop

a median of the payout rates of tens of thousands

of accounts. The commercial DAF sponsors, for

The commercial DAF one, report that, while operating as public charities
and therefore not subject to a private-foundation-
sponsors, for one, report qualified distributions requirement, they encour-
that, while operating as age their donor-investors to maintain a reasonable
payout rate and set up triggers if some accounts
public charities and appear to be sitting on their assets.
therefore not subject to Contributions to the big three national DAF
sponsors—Schwab, Fidelity, and Vanguard—were
a private-foundation- up 44 percent in 2012 compared to the previous
year, according to Schwab Charitable’s president
and CEO, Kim Laughton.!* In the fourth quarter

alone, compared to a year before, charitable

qualified distributions

requirement, they
contributions tripled and new accounts doubled.
According to Sarah Libbey at Fidelity, 2012 was
arecord year at the biggest of the national spon-

encourage their donor-

investors to maintain a

sors—$3.6 billion in incoming contributions,
reasonable payout rate processing $1.6 billion in 428,000 grants to chari-
and set up triggers if ties.’® As Laughton noted, “a good chunk” of the

increased 2012 activity was related to the fiscal
someaccountsappearto  cliff, as donors feared that Congress would reduce
be sitting on their assets. the excluded amount on estates for estate tax pur-
poses and increase the capital gains rate.!® The
potential change in the estate tax—which didn’t
occur, when all was said and done—brought some
donors into talking to financial planners and chari-
table advisors, conversations in which charitable
giving undoubtedly arose as a discussion topic in

light of the potential tax structure uncertainties.
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To Laughton, the interesting dynamic is that the
2012 pace of setting up DAF's, at least in her expe-
rience at Schwab, didn’t slow down in the first
quarter of 2013, even though the fiscal cliff had,
for the moment, been settled.

The DAF Payout Issue: What Is Really Going On?
Responding to the assertions of critics that the
high payouts of DAF managers camouflage the
low or no payouts of some specific funds, Libbey
noted that Fidelity Charitable “has a formal policy
that is stated in our circular about minimum grant
activity, but we [also] make sure that we are track-
ing donors and callout campaigns [so] that if we
see an inactive donor they're made aware of that
status.”!” The specific language of the Fidelity
minimum activity guidelines is as follows:!8

Minimum Grant Activity

Historically, Fidelity Charitable has
made grants of more than 20% of average
net total assets to charities each year. The
Sormal grantmaking policy requires that
minimum annual grants, on an overall
basis, be greater than 5% of average net
assets on a fiscal five-year rolling basis. If
this requirement is not met in a fiscal year,
Fidelity Charitable will ask for grant rec-
ommendations from Giving Accounts that
have not had grant activity of at least 5%
of the Giving Account’s average net assets
over the same five-year period. If Account
Holders on these Giving Accounts do not
make grant recommendations within 60
days, Fidelity Charitable will transfer the
required amounts to the Trustees’ Philan-
thropy Fund (described on page 28), from
which the Trustees will make grants at
their sole discretion.

Minimum Giving Account Activity

If a Giving Account is dormant for seven
years (i.e., total grants distributed over
that period are less than $250 with respect
to a Giving Account), Fidelity Chari-
table will make every effort to contact the
Account Holder to encourage him or her to
satisfy this requirement by recommending
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that one or more grants be made totaling at
least $250. If the Account Holder does not
respond by recommending at least $250 in
grants that are distributed from the Giving
Account within a reasonable time, Fidelity
Charitable will transfer the entire balance
of the Giving Account to the Trustees’ Phi-
lanthropy Fund.

The Trustees’ Philanthropy Fund (TPF) is
the Fidelity entity that receives control of DAF
account assets when, for example, a donor dies
and leaves no successor. Between 1991 and 2012,
over two decades, the TPF made $13.4 million
in grants; in 2012, the $1.5 million in TPF grants
were mostly for disaster relief (40 percent), with
the remaining going to charities involved in food
banks and food distribution (25 percent), sup-
porting children and families (21 percent), and
supporting the philanthropic sector (14 percent).
Only $1.7 million was granted out in 2011.1° That
isn’t much money in the TPF, suggesting that
Fidelity doesn’t find itself absorbing too many
dormant accounts that merit their transfer to
the trustees, and the evidence needed to show
something other than dormancy—$250—isn’t an
aggressive level of giving.

Remember that a donor who establishes a
donor-advised fund at Fidelity, Schwab, or alocal
community foundation is making an irrevocable
grant to the entity, receiving immediate charita-
ble deduction tax benefits, but in theory is only
able to recommend to Fidelity, Schwab, or that
charitable foundation the grants that would be
made from the account. However, as a Congres-
sional Research Service (CRS) report from last
year noted, “in practice [the donors] determine
when and how the funds are distributed because
sponsoring organizations typically follow their
advice.”” In other words, unless the donor wants
to make a grant to an organization that isn’t a qual-
ified public charity or wants to do something oth-
erwise untoward with the funds, the DAF sponsor
is going to follow the DAF donor’s “recommenda-
tions”—or else the donor will be looking for other
account managers.

A 2011 Treasury Department study of over
180,000 donor-advised funds revealed that for
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DAF sponsors with only one or a very small
number of DAF's, there was a significant program
of payouts per account, presumably following the
donors’ directives. More than half of the DAFs in
single-account DAF managers showed no payout
in 2008 and that 70 percent had payouts lower
than 5 percent. However, 87 percent of DAFs are
held and managed by entities with one hundred or
more accounts, and their payouts are much higher
(see figure 4, following page).*

The large commercial funds and community
foundations may be the most recognizable DAF
sponsors, but they do not seem to be the ones
that are laggard in their distributions. In the Trea-
sury study described by the CRS report, 453 out
of 1,828 DAF sponsoring organizations did not pay
out any grants at all in 2008. Of the 453 no-payout
sponsors, 334 managed only one or a very tiny
number of DAFs. The payout rates, for the more
typical DAF sponsors that managed one hundred
or more accounts and for the commercial funds,
were much higher. Eighty-seven percent of all
DAF accounts are managed by sponsors with one
hundred or more accounts, but only 3.6 percent of
those individual DAF accounts showed a payout
rate of less than 5 percent.?

Do the big sponsors such as the commercials or
the community foundations want the DAF's simply
to sit so that they can earn management fees, or
do they want the moneys to flow into accounts
and out to charities? Most financial advisors seem
to believe in active capital investment strategies,
rarely content with simply letting moneys sit.
Libbey described the DAF management strategy,
at least in her shop, as “financial services acumen
applied to a planned giving vehicle.” It would
seem that the bigger managers—with multiple
accounts—have an interest in getting moneys to
flow, while the smaller sponsors may have some-
thing else in mind. While controlling a substantial
portion of DAF assets, the commercial sponsors
in the Treasury analysis represented only 31 out of
the total of 1,828 DAF sponsoring organizations.

The critics of DAF payout rates cannot suggest
that they are sanguine about foundation—much
less private foundation—payout rates. If, in addi-
tion to the Bill and Melinda Gates Foundation,

the five generally higher-payout community

Do the big sponsors

such as the commercials
or the community
foundations want the
DAFs simply to sit so

that they can earn
management fees, or

do they want the moneys
to flow into accounts

and out to charities?
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That individual donor
opening up a $5,000
DAF could be looked
at as the next rung up
fromindividual givers
making scattered

checkbook donations.
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Figure 4: Payout Rate for Sponsoring Organizations Maintaining One Hundred or More DAF Accounts
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Source: “Figure 3: Payout Rate for Sponsoring Organizations Maintaining One Hundred or More DAF Accounts, 2008," An Analysis of Charitable Giving and Donor-Advised Funds

(Congressional Research Service, 2012)?

foundations in the list of the nation’s forty-nine
largest foundations are pulled out of the analysis,
their cumulative payout (including PRIs, loans,
and administrative costs plus grants) falls to
5.21 percent and their grants-only payout to 4.37
percent.* One idea suggested for donor-advised
funds, since they get their full charitable deduc-
tion at the time of the irrevocable grant to the non-
profit sponsoring entity, is to require that the full
DAF be spent out within, say, a ten-year period.
Why wouldn’t a similar, perhaps somewhat longer
but still definable spend-out requirement be appli-
cable for private foundations?

As described earlier, donors like the former
foundation director who established his family’s
DAF at Fidelity are using the account like a chari-
table checkbook, except with a solid ability to look
at giving trends and invest the assets with strate-
gies fitting the donor’s charitable objectives. There
is more of a charitable immediacy to these middle-
income donors using DAF's than there is to the large
donors setting up accounts larger than $100,000, or
even larger donors establishing their own private
foundations. While in some cases donors who had
small foundations have now shifted them into DAF
structures, eliminating many of the administra-
tive headaches of foundations and reducing their

administrative costs, there are affluent donors
who use both foundations and DAFs together—
and private foundations for which part of their
payout is actually grantmaking to nonprofit DAF-
sponsoring entities.

If there is a grants payout rate to be imposed on
donor-advised funds—especially as they gravitate
into instruments accessible for more moderate-
income investors, with initial setup thresholds of
$5,000 and the ability to make grants as small as
$100—it is hard to imagine that it shouldn’t be
accompanied by an increase in the mandatory
payout of private foundations, whose grants
payout often doesn’t top 5 percent. If there is
going to be a mandatory spend-out requirement
placed on all DAFs, it would be hard to justify
without a concomitant spend-out requirement
for private foundations that certainly exhibit no
greater celerity in their distributions.

That individual donor opening up a $5,000
DAF could be looked at as the next rung up from
individual givers making scattered checkbook
donations. With the proliferation of mutual funds
as investment vehicles, many taxpayers have
appreciated stocks and mutual funds to donate,
an easier means of doing so than selling the fund
and donating the cash. In 2010, hardly a banner
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Figure 5: Overview of Individual Noncash Charitable Contributions

Size of Adjusted Gross Income Returns Donations Donors’ Cost (000s) Fair Market Value (000s)
All returns 131,882 290,166 $2,830,674 $17,769,514
Under $25,000 3977 8,331 $§70,318 $182,168
$25,000 under $50,000 5,309 6,468 $3,694 $22,384
$50,000 under $75,000 5,035 9,265 $13,761 $140,337
$75,000 under $100,000 12,929 22,501 $28,906 $97,125
$100,000 under $200,000 39,629 76,875 $133,945 $522,265
$200,000 under $500,000 32,046 71,182 $208,361 $983,433
$500,000 under $1,000,000 13,792 38,477 $206,062 $857,565
$1,000,000 under $1,500,000 6,182 16,521 §134,012 §709,274
$1,500,000 under $2,000,000 3,281 8,779 $78,230 $512,909
$2,000,000 under $5,000,000 5519 16,678 $295,586 $1,613,720
$5,000,000 under $10,000,000 2,080 6,698 §433,018 §2,581,166
$10,000,000 or more 2,103 8,389 §1,224,781 $9,547,167

Source: “Table 1b: Individual Noncash Charitable Contributions: Returns with Donations of Corporate Stock, Mutual Funds, and Other Investments, Reported on Form 8283, by Size of
Adjusted Gross Income, Tax Year 2010,”Individual Noncash Contributions, 2010, Statistics of Income Bulletin, (Internal Revenue Service, Winter 2013); also “Individual Noncash Charitable
Contributions: All Returns with Donations, by Donation Types and Size of Adjusted Gross Income, Form 8283, Tax Year 2010," Internal Revenue Service.”

year for charitable donations due to the continu-
ing effects of the recession, well over one hundred
thousand taxpayers took charitable deductions
for the donations of noncash stock or mutual
funds to charities (see figure 5).

This is the background from which the donor
couple profiled in this story emerge, possessing
an appreciated stock that would be better used
as a charitable donation than sold, cashed out,
a portion lost to the capital gains tax, and then
donated.

In addition to noncash contributors, there are
cash contributors in middle-income earning areas
whose charitable interests might be better served
by a one-stop shop for charitable donations such
as a DAF at a community foundation or a commer-
cial manager, having grown out of a more reac-
tive check-writing mode of charity. The Internal
Revenue Service statistics of income show that
for tax itemizers, again in 2010, the numbers attest
to significant appetite and capacity for not insub-
stantial cash giving (see figure 6, following page).

In 2010, itemizing taxpayers with incomes
below $100,000 adjusted gross income were
responsible for $49.5 billion in charitable cash
giving. Charitable giving vehicles accessible to
middle-income donors have aready-made market

SUMMER 2013 - WWW.NPQMAG.ORG

in the charitable generosity of these itemizing

taxpayers.

Conclusion

There are clearly some critics of donor-advised
funds who see them as a subterfuge—a means
of taking an immediate charitable deduction for
a donation to a 501(c)(3) donor-advised fund
manager, even though the funds are distributed
to charities over a period of months or even years.
There are critics who suggest that some donor-
advised funds are simply warehoused capital,
giving a maximum charitable deduction benefit
to the donors while disbursing little to charities.
Some even suggest that the high reported payout
rates of donor-advised fund managers simply
camouflage warehoused funds by aggregating all
the funds they have under management—those
that spend quickly with those that spend little or
nothing. The statistics above and in this article’s
accompanying sidebar (see pages 61-63) show
some of the composition and behavior of DAFs
and DAF managers. What seem to be amiss in the
donor-advised fund dynamic are effective over-
sight and transparency. If the problem of inactive
accounts—possibly warehoused accounts—
seems to be concentrated in DAF sponsors with

What seem to be
amiss in the donor-
advised fund dynamic
are effective oversight

and transparency.
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Are those entities with
sluggish DAF accounts
getting the audits they
would seem to need to
verify that thereisa
potentially foundation-
like reason for their slow

or absent payouts?
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Figure 6: Itemized Deductions by Type and by Size of Adjusted Gross Income

Total numberof ~ Total number of returns with Amount of cash
returns cash contributions contributions (5000s)

All itemizing taxpayers by AGI 46,644,509 35,027,193 134,800,994
Under $5,000 419,841 193,652 290,962
$5,000 under $10,000 593,327 327,557 504,459
$10,000 under $15,000 911,539 522,182 870,577
$15,000 under $20,000 1,132,656 705,643 1,364,103
$20,000 under $25,000 1,269,230 755,863 1,352,457
$25,000 under $30,000 1,537,327 960,775 1,942,928
$30,000 under $35,000 1,699,403 1,070,771 2,090,122
$35,000 under $40,000 1,804,367 1,235,164 2,637,749
$40,000 under $45,000 1,973,819 1,317,716 2,718,132
$45,000 under $50,000 1,990,848 1,349,384 2,778,616
$50,000 under $55,000 1,950,152 1,351,653 3,140,595
$55,000 under $60,000 1,923,170 1,400,630 3,403,332
$60,000 under $75,000 5,507,988 4,055,804 9,878,708
$75,000 under $100,000 7,876,832 6,066,562 16,529,938
$100,000 under $200,000 11,873,957 9,979,411 34,187,327
$200,000 under $250,000 1,450,337 1,284,073 6,572,016
$250,000 under $500,000 1,806,973 1,697,107 12,860,201
$500,000 under 51,000,000 527916 492,165 7,816,242
$1,000,000 under $1,500,000 123,984 116,735 3,242,287
$1,500,000 under $2,000,000 50,702 48,211 1,890,625
$2,000,000 under $5,000,000 71,694 68,575 4,838,844
$5,000,000 under $10,000,000 17,280 16,685 3,171,918
$10,000,000 or more 11,166 10,875 10,718,859

Source: “Table 3: Returns with Itemized Deductions: Itemized Deductions by Type and by Size of Adjusted Gross Income, Tax Year 2010” (Internal Revenue Service)?®

a small number or only one DAF to manage, the
issue seems to be one of IRS oversight. What
are the bona fides of DAF sponsors whose track
records involve sitting on a small number of
DAFs? What kind of reporting is being asked
of DAFs? Are those entities with sluggish DAF
accounts getting the audits they would seem to
need to verify that there is a potentially founda-
tion-like reason for their slow or absent payouts?

In fact, as the CRS study notes, it appears that
the IRS doesn’t collect information on specific
DAFs, relying (for the sake of expediency and
workload) on consolidated reporting by DAF
sponsors rather than examining the payouts of the
over 180,000 individual DAF accounts. Without
individual-level reporting on DAF's; it is virtually

impossible for the IRS to know if there are valid
charitable purposes being carried out by DAFs,
camouflaged as they are by the consolidated
reporting of DAF sponsors. As the CRS study sug-
gests, “Useful information that could be provided
by DAF sponsors could include the share of their
DAF accounts that made no distributions, the
share that made distributions of less than 5%, or
a general distribution of accounts across different
payout intervals.”?

The problem with this scenario is probably not
on the part of legitimate DAF sponsors or man-
agers. Rather, the limitation is the IRS. Already,
the tax-exempt division of the IRS, embattled and
severely underfunded, is barely able to keep up
with its regulatory oversight. Sidestepping the
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need to review individual DAF accounts, the IRS
simplifies its task by reviewing what is probably
a small subset of the 1,828 DAF sponsors rather
than being compelled to dig into the sum and sub-
stance of 180,000 accounts or more. That a con-
siderable number of private foundations get by
with payout rates that slip below 5 percent—and
if they are hit with excise taxes, the taxes count
toward their qualified distributions—suggests that
the challenge for enduring DAFs on the up and up,
both in terms of charitable mission and charitable
outlays, is in the oversight part of the equation.

From an operating charity’s perspective, an
equitable solution would be to place a spend-out
requirement (say ten years) on DAFs that control
$34 billion in assets, but also a spend-out require-
ment on private foundations that control the lion’s
share of the $646.1 billion in assets controlled
by foundation grantmakers.? In reality, founda-
tions won't even contemplate a higher manda-
tory payout rate—some even hint that it should
be lower than 5 percent—much less a mandatory
spend-out requirement.

In the absence of changing the payout thresh-
olds and timelines, Congress can give the IRS the
resources to enable it to monitor 1,800 DAF spon-
sors and their 180,000 DAF accounts (in addition
to the other responsibilities of the tax exempt unit
of the Service) so that it could do a modicum of
effective oversight of the spending of individual
DAF's. And the nonprofit industry of philanthropic
gatekeepers, the financial advisors who provide
advice to even middle-income people about
putting their savings into mutual funds or plan-
ning for retirement, can become much smarter
about the middle-income asset owners in their
communities and encourage them to use their
charitable giving smartly and energetically for
charitable advancement. There’s no reason for
charitable giving—whether from a checkbook,
a donor-advised fund, or a foundation endow-
ment—to be lethargic.
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HE NONPROFIT COMPLAINT ABOUT DONOR-
advised funds isn’t really about their
payout—though nonprofits would like
to have DAFSs, private foundations, and

other grantmakers disburse their moneys faster

and reach people in need now rather than waiting
on some artificially determined payout rate. They
want to know the people behind the DAF's lodged
in commercial funds or community foundations,
so that they can submit direct applications.
Unless the people behind DAFs want to be
identified, their names are not disclosed, and
technically nonprofits do not know which DAF
accounts give to what nonprofits or causes (in
the cases of entities such as Fidelity Charitable,
the DAF managers increasingly report grant totals
on their 990s—huge lists of disbursements, but
without specific identification of the individual

DAF accounts from which the grants are made).

DAFs are instruments of individual giving (a
donor’s giving account or giving checkbook),
except that, unlike the case with many donors,
they're often larger: the average DAF size grew
from $187,050 in 2010 to $211,067 in 2011.* While
the focus is often on the big three (or more) com-
mercial sponsors of DAFs, the largest average-size

DAFs are those managed by community founda-

tions, according to the research of the National

Philanthropic Trust (see Figure 1 on page 62).

To most nonprofits, these are large charitable
checking accounts, but ones that don’t look for
unsolicited grant applicants. While the community
foundations have general grant pools, and the com-
mercial funds often have trustee-managed giving
vehicles capitalized by DAF funds—funds left by

a donor who may have died without leaving an

heir or specific instructions for the dissolution of

his or her accounts—nonprofits don’t really have
an option of sending unsolicited proposals to

Vanguard or Schwab, hoping for a grant. Increas-

ingly, of course, all of philanthropy is headed in

the direction of rejecting any and all unsolicited
grant applications. The president of the Founda-
tion Center, Bradford K. Smith, reports that 60
percent of independent, community, and corporate
foundations do not accept unsolicited proposals,
though perhaps the cold comfort of being able to
see specific foundations’ Form 990s is preferable
to the anonymity of DAF account holders.?

Chafing at the lack of transparency behind
DAF accounts, nonprofits sometimes feel ham-
strung with respect to accessing these charitable
resources. The reality for nonprofits is that they
have to treat DAF's as one of the tools used by
major individual donors. Few nonprofits in their
online fundraising pitches with donation buttons
on their websites pitch to DAF accounts and struc-
ture it so that DAF holders can make it easy for
them to make donations through their DAFs. The
commercial managers are trying to find ways of
making nonprofits more visible to donors without
penetrating their anonymity, for example, such as
Fidelity Charitable’s giving donors mobile apps
with which they can make on-the-spot donations
from their DAFSs,? or the new DAF giving widget
generated by Fidelity and Schwab for nonprofit
websites.*

Apps and widgets aside, ultimately the chal-
lenge is for nonprofits to understand and reach
major individual donors. At Fidelity Charitable,
the range of potential donors—94,000 of them,
with almost 58,000 accounts—is reflected in their
account sizes, ranging from a few thousand to
more than a million. Fidelity Charitable’s recent
profile of the giving of its DAF accounts is a very
helpful instrument for understanding DAF donors
that are likely to be more accessible to a broad
range of nonprofits (Fidelity, like Schwab, has
a minimum opening account threshold of only
$5,000, and permits very small grants). The key
characteristics for nonprofits to understand about
Fidelity’s DAF donors include the following:®

SUMMER 2013 - WWW.NPQMAG.ORG

THE NONPROFIT QUARTERLY 61



http://www.npqmag.org

Figure 1: Average Sizes of Donor-Advised Funds by Type of DAF Sponsor
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Source: Figure 13 from National Philanthropic Trust, “A Comparison of Sponsor Types,” 2012 Donor-Advised fund Report*
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e The average donor age at opening a Fidel-
ity DAF is fifty-four; the average age of DAF
account holders is sixty-two. It is understand-
able that people in their fifties typically open
DAFs, as that is the age when people are
thinking about charitable giving in a longer-
term perspective, often with estate- or legacy-
planning thoughts. Although donors will spend
out of their accounts, they will also replenish
them with new contributions. As a result, 40
percent of Fidelity DAF account holders have
had accounts open for more than ten years.

The states with the largest number of
accounts (more than two thousand) are Cali-
fornia, Florida, Illinois, Massachusetts, New
Jersey, New York, and Texas. The ones with
the smallest number, to no one’s surprise
who has any familiarity with the concept
of the “philanthropic divide,” are Alabama,
Alaska, Arkansas, Delaware, Hawaii, Idaho,
Louisiana, Mississippi, Montana, Nebraska,
Nevada, New Mexico, North Dakota, Okla-
homa, South Dakota, Vermont, West Virginia,
and Wyoming, each with between 25 and 250
Fidelity accounts.

As one might expect, the donors to Fidelity
accounts give most of their money as private
or public securities—43 percent in publicly
traded securities and 11 percent in nonpub-
lic securities. These nonpublic S Corporation
and C Corporation shares are very difficult for
nonprofits to accept and monetize, but Fidel-
ity and presumably the other commercial DAF

sponsors have made this a growing part of their
business plan.

¢ In an examination of DAFs that were estab-
lished in 2007 or earlier, in order to look at
long-term trends, the Fidelity research showed
donors making more frequent grants the older
the donor, but, in actuality, the difference in
donation frequency only jumps after age forty,
and the variations among age groups above
that age is not very significant.

In 2012, Fidelity DAFs made grants averag-
ing $3,800, though $900 million in grants went
out in sizes of $50,000 or more. Seventy-seven
thousand charities received $1.6 billion from
Fidelity DAFs in 2012, roughly one-fifth of the
total DAF assets under management by the
firm. Again, that doesn’t mean that each DAF
account disbursed 20 percent of its assets;
some might have been higher or even spent
out, camouflaging the low payouts of others.
However, according to Amy Danforth, senior
vice president of marketing and program devel-
opment at Fidelity Charitable, Fidelity, like the
other major national commercial DAF spon-
sors, has internal giving/activity guidelines,
and regularly monitors accounts that look
like they might be inactive. In its most recent
review, only 1.4 percent of the accounts looked
as though they were approaching inactivity
(the highest percent in a year was 2.2), and
after being contacted and prodded by Fidel-
ity to start making grants, the inactive status
accounts dropped to 0.2 percent. While sched-
uled grants—planned giving—are growing
among Fidelity DAFs, so are unscheduled
grants. In 2011, 75,000 out of 380,000 total DAF
grants were scheduled grants; in 2012, 90,000
grants were scheduled or planned, but the total
number of DAF grants had risen to 429,000.

Unlike some other grantmaking institutions,

a significant portion of DAF grants are unre-
stricted—42 percent in 2012 compared to 37
percent in 2008.

e Here’s the information nonprofits want: what

kinds of donations come from DAFs? The
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Fidelity DAF grants break out as shown in
figure 2. In terms of donor age, education is a
higher priority for older donors, religion amuch
lower priority. Arts and culture and interna-
tional affairs are of relatively equal interest to
all age groups, with older donors more inter-
ested in human services.

e DAF donors are largely in-state donors, with 57
percent of Fidelity DAF grants going to chari-
ties in the donors’ home states.

It might surprise people to realize that only 5
percent of Fidelity DAF donors request that their
gifts be given anonymously, meaning that non-
profits receiving DAF grants generally know who
they’re benefiting from—much like their aware-
ness of gifts from individual donors. There’s the
rub—and the challenge. Unless there is a change
in charitable giving law that requires disclosure of
individual giving (remember, even direct corpo-
rate philanthropy is not disclosed if the grants are
not made through corporate foundations), DAF
donors are much like other individual charitable
donors: neither more nor less anonymous than
the people a nonprofit might want to solicit for
other charitable donations—other than the fact
that they make their grants via a better online
platform that generally links their charitable
giving to their personal investments. The result is
that nonprofits have to see DAF donors as people
of some moderate to significant wealth, people
who make both planned and unplanned grants,
and give to a rather typical array of charitable
interests. They sometimes make grants from their
pockets, sometimes from their DAFs, and in a
small number of cases they have both DAFs and
foundations for providing charitable and philan-
thropic gifts. While a nonprofit might not be able
to send an application to Fidelity or Vanguard in
order for them to pitch to their thousands of DAF
accounts, nonprofits can make themselves more
accessible to DAF's through new technology, and
more accessible to major individual donors, who
in all likelihood are giving through DAF's instead
of their checkbooks.

Figure 2: Where Grants Go

Fidelity DAF grants
NTEE Category of Fidelity DAF grants by percent of
Recipients by percent of dollars | number of grants
Other 3 2
Environment and animals 3 5
International affairs 6 7
Arts and culture 7 7
Health 9 10
Human services 10 18
Society benefit 18 8
Religion 18 27
Fducation 26 16

Adapted by author from Fidelity Charitable, Fidelity Charitable Giving Report 2013,"Where Grants Go”’
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