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e Donor-advised funds (DAFs)—individual tax-advantaged accounts through which indi-
viduals set aside funds for current and future charitable use—have become the fastest-
growing vehicle for charitable giving in recent years.

e From 2015 to 2019, investments for assets managed by the four largest DAF sponsors—
Fidelity Charitable, Vanguard Charitable, Schwab Charitable, and the National Philan-
thropic Trust—led to returns that made available almost $2.66 billion reserved for future
charitable donations. Because those four organizations represent slightly less than half
(46 percent) of all DAF accounts, net returns for all DAFs plausibly made available more
than $5 billion reserved for future charitable donations.

e An analysis of national charitable-giving data indicates no evidence that the appreciated
assets are not being expeditiously disbursed. Rather, even as DAF contributions have
increased, so, too, have grants to all other major categories of charitable organizations,
including human services, health, education, and religion.

Donor-advised funds (DAFs)—individual tax-
advantaged accounts through which individuals set
aside funds for current and future charitable use—
have become the fastest-growing vehicle for chari-
table giving in recent years. The number of these
individual charitable accounts has mushroomed
from 241,507 in 2014 to 728,563 in 2018.!

The charitable analogue to individual retirement
accounts or health savings accounts, DAFs allow
individuals to realize a tax deduction for contribu-
tions, including appreciated stock, and then disburse
the moneys over time to nonprofit charitable organ-
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izations of their choice. In contrast to other indi-
vidual, tax-advantaged accounts—such as 401(k)s—
that require minimum distributions, DAFs provide
no benefit to a donor once a contribution has been
made. The funds can be used for only charitable
purposes.

This report uses IRS data from the four largest
organizations managing DAFs (Fidelity Charitable,
Vanguard Charitable, Schwab Charitable, and the
National Philanthropic Trust) to get a sense of the
magnitude of their asset appreciation, controlling
for new contributions made to the accounts and



grants recommended by donor advisers (the indi-
viduals who open the account) to on-the-ground
charitable organizations. It finds that account
appreciation alone—controlling for new contri-
butions and grants—has made available an addi-
tional $2.66 billion reserved for future charitable
use from 2015 to 2019. Because these four DAF-
sponsoring organizations account for less than
half such overall accounts, an additional $2.66 bil-
lion in DAF asset appreciation may have taken
place. The finding is especially important in states
where DAFs are concentrated—including Califor-
nia, Illinois, Massachusetts, New Jersey, New York,
and Texas. What’s more, national charitable-giving
data do not indicate that DAF appreciation has
come at the expense of direct charitable giving,
which has, similarly, increased year-over-year.

About Donor-Advised Funds

DAFs date back to the 1920s when the New York
Community Trust first began to group individual
accounts under its central management.> How-
ever, they have grown mainly since 2006, when
they were legislatively formalized under a provi-
sion of the Pension Protection Act.3 In 2008, the
IRS issued a rules interpretation that further laid
the foundation for the proliferation of DAFs.4 The
IRS ruled that nonprofit organizations that served
as a home for DAFs were themselves serving a bona
fide nonprofitable charitable purpose. In the years
since, major national financial management firms—
including Fidelity, Vanguard, and Schwab—have
established nonprofit charitable arms through which
individual investors can establish individual chari-
table accounts managed by large central offices.

Donors typically choose, as with individual
retirement accounts, whether they want to invest
undisbursed funds aggressively or conservatively,
a choice that likely reflects the time frame in
which they plan to grant the moneys. (A conserva-
tive strategy would imply the hope for long-term
growth, perhaps with a major gift in mind, at some
point in the future.) DAF's also provide the option
of anonymous giving, something some donors
backing controversial or personal causes may
prefer.
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Charitable assets under management have grown.
According to the National Philanthropic Trust 2019
DAF report:

Charitable assets in donor-advised funds grew
from $112.10 billion in 2017 to $121.42 billion
in 2018, an 8.3 percent increase. From 2014
through 2018, charitable assets rose by a
compound annual growth rate of 14.7 per-
cent. Growth includes contributions and
investment yield less assets distributed in
grants.s

Yet, individual accounts have remained far smaller
than the assets controlled by major foundations.
Compared to the Bill & Melinda Gates Foundation
($36 billion),® the Ford Foundation ($12 billion),”
and the MacArthur Foundation ($7 billion),® DAF
accounts average $166,000.9 They are, in effect,
small, personal foundations for middle-class donors.
Arguably, DAFs help democratize philanthropy,
making it more accessible to a wider reach of
donors. While the number of DAF accounts has
steadily risen in the past few years, reaching more
than 720,000, the average asset total in DAF
accounts has fallen, indicating their growing acces-
sibility.!® Increasingly, DAFs are a vehicle for
middle-class donors to establish what amount to
mini-foundations managed on their behalf by
major financial firms.

DAF Appreciation = Starting Assets +
Contributions - Grants

The growth of DAF accounts, however, has not
come without controversy. In contrast to philan-
thropic foundations, rules governing DAFs do not
require a minimum disbursement of funds. This has
sparked calls for such “payout” rules, especially
because a small number of DAFs have been estab-
lished by the prominent wealthy, including Facebook
founder Mark Zuckerberg, whose DAF is managed
through the Silicon Valley Community Foundation.

As a practical matter, even by the most conserva-
tive measure, donor advisers transfer funds at a
rate higher than the 5 percent required of philan-
thropic foundations, with payout flow ranging
from 14 to 23 percent, depending on methodology
(although scholars have sparred on this count)."



Table 1. Aggregated Financial Data of the Four Largest Sponsors

990

Reference 6/30/19

Category

6/30/18

6/30/17 6/30/16 6/30/15

Total Assets,

Beginning of |, H1® 1§54,691,754,363 | $43,323,822,985

Current Year

$32,703,130,641$30,510,933,027| $26,403,831,581

Contributions |Part |, Line 8| $17,419,694,682 | $16,891,300,562

$13,297,034,845 | $8,284,092,377 | $8,824,533,739

Grants Part], $11,015,650,054 | $8,651,020,236
Line 13

$6,869,441,301 | $5,673,772,274 | $5,227,117,943

Investment  |Part VI,
Income Line 3A

$1,118,284,323 | $806,439,454

$582,049,965 | $663,780,356 | $721,008,730

Net Unrealized
Gains (or Part XI,
Losses) on Line 5

$1,090,226,592 | $1,665,553,071

$3,397,115,934 |($1,203,939,253)| ($424,964,186)

Investments

Net Gain (or |Part VIlI,

Loss) Line 7d $1,000,927,546 | $779,067,905 $273,993,142 $263,813,407 $337,671,689
Total Assets, Part |

End of Current Line éO $64,354,452,290| $54,691,754,363 |$43,323,822,985($32,703,130,641|$30,510,933,027
Year

Number of SchD

DAFs, End of Part | IL' 1 210,857 185,811 148,168 128,593 116,953
Year artl, Line

Source: Author’s calculations using the IRS Form 990 for Fidelity Charitable, Vanguard Charitable, Schwab Charitable, and the

National Philanthropic Trust.

One methodological complication involves how
to treat new account contributions, which may
occur at the end of a calendar year. If such con-
tributions—made at the tax year deadline—are
included when gauging the extent of contributions
disbursed as grants, that rate may be understated
because so little time remains in the year.

This discussion, however, fails to note another
significant aspect of assets housed in DAFs: capital
that has not been directed as grants that appreci-
ates in value. Because donor advisers themselves
can neither recapture funds they have designated
for their charitable account nor realize any per-
sonal financial gain from them, the growth in their
undisbursed balance leads to an increase in funds
that can, by law, be used for only charitable pur-
poses. It is true, as critics emphasize, that there is
no set period in which these funds must be dis-
bursed. But it is also true that they are reserved for
future charitable use only.

This report uses data provided by the four
largest sponsors of DAFs—Fidelity Charitable,
Vanguard Charitable, Schwab Charitable, and the
National Philanthropic Trust, which aggregated the
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data—to gauge the extent of that account appreci-
ation. Table 1 aggregates financial data for all
DAFs managed by those sponsors, which comprise
46 percent of all DAF accounts. The table isolates
asset appreciation—that is, the increase in poten-
tial charitable assets that results from the invest-
ment of undisbursed funds in bond and equity
markets, through vehicles managed by the DAF
sponsor. (The assets are estimated based on a
$256,000 average for account assets for the four
firms analyzed.)

The key in Table 1 is the aggregated net gains,
found from IRS Form 990 (required of all non-
profits), Part VIIL."> By adding the individual figures
for the years 2015-19, the appreciated value of
undisbursed assets in these DAF accounts totaled
some $2.66 billion. Because the four organizations
examined comprise slightly less than half of all
DAF accounts, it is plausible to assume that, from
2015 to 2019, more than $5 billion has, because of
DAF asset appreciation, become available for only
one purpose: future charitable giving.



Geographic Impact Table 2. Aggregated State Data, as of June 30, 2019
o s Estimated Dollars
The availability of these assets Percentage of “Big Reserved for Future
for charitable purposes may Four” DAFs Number of “Big | Charitable Giving
have varying effects in differ- Nationwide Located Four” DAFs (“Big Four” Total
ent states. Donor advisers are State* in the State Located in the State Assets)**
free to direct their grants to  Arizona 1.6% 3,374 863.74 million
any organization, not neces-  Cajifornia 15.0% 31,629 $8.09 billion
sarily those in their geographic 5 —
area. However, a significant Colorado 2.7% 5,693 $1.46 billion
portion of their grants will ~Connecticut 2.1% 4,428 $1.13 billion
likelybe made locally. A 2016 Fioriga 5.4% 11,386 $2.91 billion
Manhattan Institute report - -~
. . Georgia 2.6% 5,482 $1.40 billion
found donors using national
DAF organizations and those lllinois 4.5% 9,489 $2.43 billion
using community foundations  |ndjana 1.5% 3,163 $809.73 million
in Chicago, Dallas, and Den- —
Massachusetts 7.4% 15,603 $3.99 billion
ver support many of the same
local organizations. Thus, the ~Maryland 2.1% 4,428 $1.13 billion
availability of DAF appreciated  pmjichigan 2.3% 4,850 $1.24 billion
assets can increase charitable - -~
.. . Minnesota 3.1% 6,534 $1.67 billion
giving in areas where they
are concentrated. Missouri 1.8% 3,795 $971.52 million
The same four organiza-  North Carolina 3.0% 6,326 $1.62 billion
tions—Fidelity, Vanguard, . -
Schwab, and the National Phil- New Jersey 3.1% 6,537 $1.67 billion
anthropic Trust—that provided ~ New York 7.2% 15,182 $3.89 billion
asset appreciation data have  Ohio 3.1% 6,537 $1.67 billion
1 ided dat thei
a'so proviced cata ot T 5 o gon 1.4% 2,952 $755.71 million
donor advisers’ geographic
location. Therefore’ in addi- Pennsylvania 3.2% 6,747 $-| .73 billion
tion to estimating the extent  South Carolina 1.0% 2,109 $539.90 million
of appreciated DAF assets— (o 1.3% 2,741 $701.70 million
reserved, by definition, for
future charitable use—it is Texas 6.4% 13,495 $3.45 billion
possible to estimate the per-  Utah 1.5% 3,163 $809.73 million
centage of all DAFs foundin . . i~
.69 4 1.40 bill
each state and the number of Virginia 2.6% 2,482 $1.40 billion
DAF accounts held in each Washington 3.4% 7,169 $1.83 billion
State. Wisconsin 1.7% 3,585 $917.76 million

DAFSs are concentrated in

Note: All states that are not included had less than 1 percent of DAFs nationwide. *Deter-
mined based on the address of the primary donor. **This total does not represent the total
assets of national “big four” DAF sponsored accounts. The remainder is dispersed among
states with less than 1 percent of DAFs nationwide (in which data were not available). Nor is
the 2019 "Total Assets” number in Table 1 representative of all DAF accounts nationwide.
According to the National Philanthropic Trust, there were an estimated total of 873,228 DAF
accounts in 2019 among all charitable sponsors.

Source: National Philanthropic Trust.

states where households are
more likely to be relatively
affluent and itemize their tax
returns—a function of both
relative income and the degree
of state and local taxation.
DAF's are common, in other words, in many high-
tax blue states. DAF asset appreciation can be of
particular importance to charitable organizations

in California, Florida, Illinois, Massachusetts, New
York, and Texas, among other states.'
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The data in Table 2, it should be

Table 3. Community Foundations Locations

emphasized, represent only the per- Number of Number of
centage of DAFs held by the four Community Community
reporting organizations, not DAFs State Foundations State Foundations
managed, for instance, by local com- ~ Alabama 10 Montana 38
munity foundations. (These likely  Alaska 5 Nebraska 21
h}zlwe smaller i?diﬁi?;i;‘balances, a8 Arizona Nevada 4
t s—
€ average o a accounts Arkansas 10 New Hampshire 1
$166,000—is lower than the average —
of the top four organizations, _C2lifornia 63 New Jersey 6
$256,000.) Thus, DAF asset appreci- _ Colorado 23 New Mexico 9
ation may well affect other states.  Connecticut 14 New York 25
?till’ the asseb‘;s anc}il aclchEnt hOliTr Delaware 2 North Carolina 18
igures in Table 2 should be roughly .
Fi North Dak
doubled to gain a full picture of DAF O”da. = o.rt akota 6
assets and accounts. Georgia 15 Ohio 4
The small number of DAFs man- _Hawaii | Oklahoma /
aged by major financial firms in some  Idaho 3 Oregon 6
states does not necessarily mean that  |jinois 32 Pennsylvania 40
such accounts are absent in those Indiana -8 Rhode Island :
states. There are more than 800 com- -
munity foundations dispersed across lowa 24 South Carolina !
the US that may also manage DAFs _Kansas 27 South Dakota 6
and that may thereby realize asset  Kentucky 15 Tennessee 5
appreciation. (See Table 3.) Louisiana Texas 32
Maine 2 Utah 2
E:‘e ITapJCtgf I?AFS on Maryland 14 Vermont 1
an ebiving Massachusetts 15 Virginia 23
Even as they build assets for future ~ Michigan 65 Washington 26
charitable giving, do DAFs inhibit  Minnesota 26 West Virginia 15
near-term giving? This issue can l?e Mississippi 9 Wisconsin 57
scrutinized through the prism of Giv- - - -
Missouri 7 Wyoming 2

ing USA 2020, the Indiana University

Lilly School of Philanthropy annual
compendium of the extent and types
of charitable giving in the US, based
on tax return data.'s

Giving USA 2020 (which examines the year
2019) gives reason to believe that the impact of
DAFs is either positive or neutral. In 2019, charita-
ble giving, both individual and corporate, notably,
reached its highest historic figure, $449.64 billion.
Charitable giving by individuals, specifically, rose
4.7 percent, to $309.66 billion. ¢

These increases in giving could mask some
assets in DAFs because Giving USA 2020 includes
contributions to DAFs—even if they are not then
redirected to operating charities—in its total
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Source: Council on Foundations, “Community Foundation Locator,” https://
www.cof.org/page/community-foundation-locator.

charitable giving. Such contributions are included
in a broader category that includes other types of
organizations, such as advocacy groups, under the
rubric “public society benefit organizations.” Giv-
ing to such organizations rose 13.1 percent between
2018 and 2019, increasing to $37.16 billion."”
Giving USA 2020, however, is careful to track
grants made from DAFs. Thus, grants made from
appreciated DAF assets are also reflected in its
accounting. In this context, note that every cate-
gory of charitable giving that the Lilly School
tracks increased from 2018 to 2019. For instance,
giving to human organizations rose by 5 percent to



$55.9 billion, while giving to health organizations
rose 6.8 percent to $41.46 billion.’®

Broadly, then, overall annual direct charitable
giving to operating nonprofits—whether food pan-
tries, biomedical research, or museums—has risen,
while DAF assets, DAF appreciation, and the num-
ber of DAF account holders have also increased.
Thus, there is little reason to see DAFs as a “tax
loophole” undermining or inhibiting direct chari-
table grant making. DAFs’ asset appreciation appears
to have contributed to grants received by the full
range of charitable organizations.

Conclusion

DAFs are the fastest-growing charitable-giving
vehicles in the US. In addition to increasing
numbers of such accounts and charitable grants

About the Author

disbursed from them, DAFs may hold more than
$5 billion in appreciated assets, realized through
investment and which, by law, are reserved for only
one purpose: future charitable giving. This can be
viewed as a charitable endowment, funds that can
be directed for charitable purposes in times of
crisis or that can be dispersed in large lump sums
to reflect a donor’s lifetime charitable goals.

Some donors may, indeed, prefer to use DAFs
simply to “pass through” their charitable giving
directly, and fully, to operating charities in the
near term. But the potential of appreciated assets
demonstrates a value in “giving and holding”—
waiting to disburse contributions while one’s
assets gain value. Because, ultimately, all appreci-
ated assets will have to be disbursed, this decision
as to the timing of charitable giving should be
understood as personal and need not be regulated.

Howard Husock is an adjunct fellow at the American Enterprise Institute and a senior executive fellow at
Philanthropy Roundtable. Husock was a senior fellow at the Manhattan Institute, where he served as vice
president for research and publications from 2006 to 2019. He also directed the Institute’s Tocqueville Project,
which includes the annual Civil Society Awards and the Civil Society Fellows Program.
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