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So, you’d like to make some major charitable contributions, but you don’t want to 
create a family foundation - with its paperwork and management commitment and 
the possibility of squabbles. Is there an alternative? 

Yes, there is. You could consider a donor-advised fund.  

How does a DAF work? A donor-advised fund is a private fund established to manage 
charitable donations of individuals, couples, families and institutions. It is sponsored 
by a 501(c)(3) non-profit organization. The process of gifting through a donor-advised 
fund works like this.1 
 

• You find a sponsoring organization offering a donor-advised fund. It could be a 
community foundation down the street; it could be a major investment firm 
that has started a non-profit charitable endowment.  

• You make an irrevocable contribution of cash or securities to the fund. 

• You get an immediate tax deduction.  

• The fund invests the cash or securities in an account you create; the assets 
benefit from tax-free growth.  

• While the fund has legal control over the irrevocable contribution you have 
made, you (or your representatives) advise the fund where the assets in your 
account should go and how they should be invested.  

• The fund is the actual grant maker that writes the checks to the charities and 
nonprofit groups you recommend.1,2  

 
DAFs offer control with flexibility. With these accounts, you don’t have the hassles 
that come with running a private foundation, and you have the ability to advise that 
the fund make grants to the charities or nonprofits you think are worthy. (The fund 
makes the final decisions.)3 
 
The standard tax deduction for donations to a private foundation is 30% of a donor’s 
AGI. In a donor-advised fund, a donor can make additional cash donations up to 50% of 
AGI.3 
 
Besides the tax deduction and the satisfaction of helping charities, what also makes 
donor-advised funds attractive is what you don’t have to do. Since you aren’t creating 
a private foundation, you don’t have to establish tax-exempt status; you don’t have 
to form a board that will have fiduciary responsibility and schedule board meetings; 

 



you don’t have to pay out at least 5% of asset values for charitable purposes each 
year; you don’t have to pay set-up fees to attorneys and accountants; you don’t have 
to file discrete federal and state tax returns annually.3 
 
DAFs are less expensive than private foundations. You may be able to open up an 
account in a donor-advised fund with as little as $5,000; minimums are usually in the 
neighborhood of $10,000-25,000. In contrast, it takes at least $1 million to start a 
private foundation.3 
 
The IRS does watch donor-advised funds. There have been instances of non-profits, 
donors and families stretching the definition of these funds and accounts. The IRS has 
cracked down on some that appear to exist mostly to claim undeserved charitable 
deductions and amass tax-sheltered investment income.1 
 
DAFs & private foundations are not mutually exclusive. In fact, sometimes it may 
be useful to have both.  
 
For example, a decision might be made to shutter a private foundation. Those assets 
can be transferred to a donor-advised fund, as it is a qualified public charity. So even 
though the foundation is gone, the donor who spearheaded it can still go on making 
charitable gifts.5  
 
Another example: a private foundation may want to make some anonymous grants. A 
complementary donor-advised fund gives a donor flexibility to decide if donations will 
or will not be anonymous on a grant-by-grant basis.5 
 

So you might want to take a look at donor-advised funds. If you are looking for a 
way to make significant charitable contributions without the red tape and stress 
associated with creating and maintaining a private foundation, then this may be a 
great alternative.   
 

Joseph may be reached at (517) 332-3520 or jomole@sigmarep.com. 
 
This material was prepared by MarketingLibrary.Net Inc., and does not necessarily represent the views of the presenting party, 
nor their affiliates. All information is believed to be from reliable sources; however we make no representation as to its 
completeness or accuracy. Please note - investing involves risk, and past performance is no guarantee of future results. The 
publisher is not engaged in rendering legal, accounting or other professional services. If assistance is needed, the reader is 
advised to engage the services of a competent professional. This information should not be construed as investment, tax or legal 
advice and may not be relied on for the purpose of avoiding any Federal tax penalty. All indices are unmanaged and are not 
illustrative of any particular investment.  
 

Citations. 
1 - irs.gov/charities/charitable/article/0,,id=182839,00.html [10/24/11]  
2 - vanguardcharitable.org/giving/learn_about_our_donor_advised_fund.html [10/28/11]  
3 - pgdc.com/pgdc/family-foundations-donor-advised-funds-and-supporting-organizations-alternatives-private-foundations [10/27/11]  
4 - montoyaregistry.com/Financial-Market.aspx?financial-market=money-and-happiness&category=29 [10/30/11]  
5 - financial-planning.com/news/donor-advised-funds-fidelity-philanthropy-foundation-2670992-1.html [1/19/11] 


