Donor-Advised Funds Offer One-Stop Route to Support Charities 
By Alexis Leondis

Nov. 4 (Bloomberg) -- Bill Troner is maintaining his contributions to support cancer care, cystic fibrosis research and children in crisis even as a turbulent economy forces many donors to reduce their giving. He says it's because he uses a donor-advised fund.

``I haven't had to diminish my ability to give despite this market because the money is already in there,'' said Troner, an intellectual property attorney in Melbourne, Florida.

A donor-advised fund is an alternative to giving directly to a charity or creating a private foundation. It enables benefactors to give assets to a central source, such as a local community foundation or university organization, and get an immediate tax deduction.

The contribution, considered an irrevocable gift, is put in an account and generally invested in different mutual or money- market funds. Grants are recommended by the donor at any time and distributed. By keeping a balance, donor-advised funds can continue to give money to charities from earnings on the investments.

``The advised funds are acting to some extent as a regulator valve -- people who made big stock gains in the last few years can take more out of the account than they're putting in now,'' said Robert F. Sharpe, a Memphis, Tennessee, lawyer and board member of Giving USA Foundation, which tracks charitable donations.

Grants Rise

Fidelity Charitable Gift Fund, the nation's largest donor- advised fund, said the number of grants through the third quarter was up 12 percent compared with a year earlier and totaled more than $744 million versus $741 million last year at that time. Contributions into the fund are down 35 percent through the third quarter compared with a year earlier. Charles Schwab Corp., Vanguard Group Inc. and T Rowe Price Group Inc., among others, also offer donor-advised funds.

According to Glenview, Illinois-based Giving USA, overall charitable giving in the U.S. increased 3.9 percent in 2007 to $306 billion.

``We continue to be optimistic about folks understanding the benefits of a donor-advised fund in good times and in bad and assume that granting volume will continue on the pace it's been on in the fourth quarter,'' said Sarah Libbey, president of Boston-based Fidelity Charitable Gift Fund, which has directed more than $8 billion in grants to nonprofit organizations since its inception in 1991.

These so-called rainy day funds may be more flexible than writing a check to a charity directly, since donors can take the tax deduction immediately and choose their charities later. And the funds are an option for benefactors seeking anonymity as the checks that go to the charities can be from the organization and not include the donor's name.

Easy to Maintain

For Troner, 50, a donor-advised fund is easier to maintain than the private foundation he had created previously. He said he spent about $25,000 opening, maintaining and closing the foundation, in addition to the legwork of researching charities, soliciting grants and filing taxes.

``It takes me no more than 10 minutes online now,'' Troner said. ``They take care of confirming that the charities meet the requirements and take care of all the tax forms.''

U.S. tax-deduction rules that apply to contributions to a donor-advised fund are similar to direct charitable giving. Cash donations are deductible up to 50 percent of adjusted-gross income and stock gifts are deductible up to 30 percent, said Beth Gamel, executive vice president of Pillar Financial Advisors in Waltham, Massachusetts. For private foundations, cash is deductible up to 30 percent of adjusted-gross income and appreciated stock up to 20 percent, Gamel said.

Ease of Use

Tom Fisher, a fee-only financial planner in Cambridge, Massachusetts, said he uses a donor-advised fund because not all charities can accept stock and mutual fund donations.

``My wife and I had various charitable interests and we also had stocks with embedded capital gains about three years ago,'' Fisher said. He opened a donor-advised fund with Fidelity, which deducts a 0.6 percent fee annually from the first $500,000 in the account and declines with larger accounts.

If a donor holds depreciated securities, it's most prudent to sell them, write off the loss and then donate the proceeds to a donor-advised account, said Steven Podnos, a certified financial planner and principal at Wealth Care LLC based in Merritt Island, Florida. If the security has appreciated, he advised giving the securities directly to the account because donors will get the full tax deduction.

``Figure out your time horizon for charitable giving when figuring out your fund allocation,'' Gamel said. She said she guides many of her clients to select the money-market fund option because most of them make regular gifts from their donor- advised accounts.

Donor Fears

Some donors may fear that since the firm that sponsors the fund retains ownership of the assets, their charitable recommendations may not be heeded. Kim Wright-Violich, president of San Francisco-based Schwab Charitable, said while the donor- advised fund has the right to decline a grant request, the only time it will refuse is if the charity has lost its tax-exempt status. Wright-Violich said the average account balance in Schwab Charitable is about $250,000, and ranges from $5,000 to $250 million.

Another concern is that the money may sit in the fund undistributed.

Claire Gaudiani, a professor at New York University's Heyman Center for Philanthropy and Fundraising, said she is very encouraged that donor-advised funds will be able to cushion giving during the economic turmoil.

``Donor-advised funds require a committed donor who is going to make sure those funds are meeting needs and not missing needs,'' Gaudiani said. ``You can't just park the money there and be lazy about it.''

To contact the reporter on this story: Alexis Leondis in New York aleondis@bloomberg.net.

Last Updated: November 4, 2008 08:10 EST
