Philanthropic Planning
Donor advised funds: the Swiss Army

knife of charitable planning.
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onor advised funds (DAFs) are
D alongstanding and versatile

tool for charitable giving.
However, many charitably inclined
people (and even some financial and
tax professionals) do not know they
exist or why they are so popular. The
flexibility of DAFs means that they
can achieve many different goals and
have significant benefits for charities
and donors alike. This article gives
an overview of DAFs, including the
history, status, planning options, and
applications of the vehicle.

To begin with—whatisa DAF? The
IRS states in a straightforward
manner that it “is a separately
identified fund or account that is
maintained and operated by a section
501(c)(3) organization.”* Simply put,
itis anindividual fund owned and
maintained by a public charity, which
is funded by an individual donor (or
sometimes multiple donors).

Since the contributions to the

DAF are charitable, the donor

no longer has legal ownership or
control, although he or she “retains
advisory privileges with respect

to the distribution of funds and
theinvestment of assetsin the
account.”? The investment of DAF
assets means that they can grow over
time before eventually being granted
out with the advice of the donor. Of
course, that same contributionis
generally tax deductible, since the
assetis being givenirrevocably to a
charity.

A Brief History and
Current Status of DAFs

The first donor advised fund
is usually credited to the New
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York Community Trustin 1931.3
Compared to modern DAFs, the fund
was unregulated and administered
similarly to other charitable funds

at then-contemporary community
foundations.* The category of DAFs
was further distinguished from other
charitable funds (particularly private
foundations) in the Tax Reform Act
of 1969. That reform added strict
regulations for private foundations,
which were often created by
individuals or families. Public
charities, meanwhile, maintained

a certain degree of latitude in their
operations.®> Since DAFs are always
administered and maintained by
public charities, this opened the
door for the use of DAFs rather than
private foundations.

However, in the early 1990s, large
brokerage houses began establishing
standalone DAFs as independent

charities.® Inthe decades since that
time, DAFs have grown in popularity
to the point where they are among
the largest charities in the United
States.” Nearly every large bank,
brokerage house, community
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foundation, and Jewish federation
offers a DAF option. By 2018, over
$120 billion in assets were held in
DAFs.®

Theincredible growth of DAFs
applies across seemingly every
metric. This includes the number

of individual funds, the total dollars
granted out from DAFs to other
charities, the total contributions

to DAFs, and the total assets held

in DAFs.? This growth has drawn
scrutiny and criticism from inside

and outside of the charitable world,
usually driven by a perception that
the charitable dollars are sitting
within the DAF structure and not
being deployed for charitable
purposes.’® DAF supporters respond
that annual grants from the funds
are typically about 20% of total
assets.' Further, they argue that
DAFs allow for more participatory,
democratized charitable giving -
making long-term charitable planning
and growth available to donors of

all backgrounds. Regardless, DAFs
appear to be here to stay, considering
they are the “fastest growing form of
charitable spending” in the country.’?

DAF Planning

When can a DAF be a useful option for
someone who is charitably inclined?
How can a budding philanthropist
deploy a DAF? There are a number

of situations where a DAF may be a
wonderful solution.

Any time a person has a large spike
inincome is usually a good time

to consider charitable giving. The
reasoning is twofold. First, a spike
inincome means that the donor

in question has more income than
usual and may be more able to make
charitable donations. Secondly,
higher income usually means

higher taxes, so a donation makes
more sense from an accounting
perspective —the deductionis often
more valuable in high income years.
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Funding a DAF
during such a
time can allow
for many years of
charitable giving
following the
higher-income
year.
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Similarly, a person 2o
with highly -~ |-
appreciated
noncash assets
can utilize
thatilliquid
portion of their
balance sheet

for tax efficient
charitable giving.
Donating cash

is simple, but
appreciated
assets givento
charity means
that the donoris
not paying capital
gains on the appreciation —simply
because they contributed the asset
to a tax-exempt organization. If the
DAF is able to accept the noncash
asset (not all can or will), it will usually
sell the asset, which can then be
reinvested or granted out just like

a normal DAF funded with cash or
public stock.

The DAF can be a wonderful

solution for donors considering a
very long term, multigenerational
charitable plan. DAFs can and do
change advisors over time within
families. As discussed above, the
DAF has advantages over a private
foundation, but it can also provide the
collaborative, long-term charitable
experience that some families look
for. Nearly every DAF has simple
mechanisms to designate successor
advisors for individual funds. To

a similar end, a DAF can easily be
funded through testamentary
language in a will. That can be

either initial funding or additional
contributions (including noncash
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contributions from the estate, where
allowable).

Key Attributes of DAFs

If a donor does create and fund a DAF,
what advantages does it offer after
the moneyisin the DAF? How can

a donor fulfill their charitable goals?
This is where DAFs shine —they are
remarkably flexible when it comes to
charitable grantmaking.

As discussed above, DAFs canbe a
long-term charitable fund. Thisisa
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major part of their appeal for many
donors. Unlike private foundations,
DAFs are not required to grant out a
set percentage of their assets every
year. That means grants can be very
small relative to the size of the fund.
This may work well for donors hoping
to provide small amounts of support
for a period of years before making
larger grants in the future.

Similarly, DAFs are not endowed
funds. Endowed funds are
permanent charitable funds that
make grants solely based onincome
and appreciation only —no grants
may be made from principal. DAFs
are generally not intended to be
permanent and are able to make
grants from principal (as well as from
income and appreciation).

The latitude with grantmaking

from DAFs extends to the recipient
charities as well—any U.S. public
charity in good standing with the
IRS is generally eligible to receive
agrant from a DAF. In practice

this means donors can support

the same charities from their DAF
that they could support by writing
acheck. Some DAF sponsors also
allow international grants as long as
they are to IRS equivalent charitable
programs.

Which charities cannot receive
grants from DAFs? Most private
foundations, foreign charities (except
where noted above), or charities that
have lost their tax-exempt status.
DAFs also will not generally make
grants to fulfill the legally binding
pledge of a donor, or where the donor
would receive some tangible benefit
in exchange.

Another advantage is that grants can
be made anonymously. Some donors
have a strong preference to maintain
privacy in their giving. DAFs are
typically able to accommodate these
concerns by making anonymous
grants. Further, a donor can have a
DAF without any identifying features
or traits.

Conclusion

Donor advised funds are an extremely
versatile tool for the charitably
inclined. Although DAFs have been
around for many decades, they have
grown exponentially in number, value,
contributions and general popularity
over the last twenty years. The funds
may be appealing for donors with
some combination of appreciated
assets, unusually highincome, or with
long-term charitable goals. Thisis
particularly true given the significant
latitude that DAFs allow wheniit
comes to grantmaking.
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As aresult of the Tax Cuts and Jobs Act of 2017 (TCJA) the estate, gift and generation skipping transfer (GST) tax exemption amounts increased to
approximately $11.18 million per person (approximately $22.36 million for a married couple). For asset transfers in excess of the applicable exemption
amount and otherwise subject to such taxes, the highest applicable federal tax rate remains at 40%. While the exemption amounts are indexed for inflation,
current law provides for an automatic sunset of these increased exemption amounts after 2025. As aresult, the exemption amounts available in 2026 and
beyond could be reduced to alevel provided under prior law ($5.49 million/single and $10.98 million/couple in 2017, indexed for inflation) absent further
action by Congress. In addition, under different rates, rules and exemption amounts (if any), there may be state and local estate, inheritance or gift taxes that
apply in your circumstances. This material includes a discussion of one or more tax related topics. This tax related discussion was prepared to assistin the
promotion or marketing of the transactions or matters addressed in this material. It is not intended (and cannot be used by any taxpayer) for the purposes
of avoiding any IRS penalties that may be imposed upon the taxpayer. Any third party material in this newsletter represents the views of its respective
authors and the authors are solely responsible for its content. Such views may not necessarily represent the opinions of New York Life Insurance Company
or its subsidiary companies. Charitable Solutions, LLC, is not owned or operated by New York Life Insurance Company or its affiliates. These materials are
prepared by The Nautilus Group®, a service of New York Life Insurance Company, and are made available to all Nautilus Group member agents, and, as a
courtesy to select agents of New York Life Insurance Company. Nautilus, New York Life Insurance Company, its employees or agents are notin the business
of providing tax, legal or accounting advice. Individuals should consult with their own tax, legal or accounting advisors before implementing any planning
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