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onor-advised funds—endowments set aside for
charity—could revolutionize philanthropy by
making it easier for donors to give. Many invest-
ment companies—and some trust companies—
have begun to offer the funds, which allows

individuals to give money to fund future charita-
ble activity. Though the money is donated initially to the
endowment for later distribution to charity, the donor is
immediately eligible for a charitable tax deduction.

Donor-advised funds are not entirely new: A similar
device to set aside funds has been available for some time
through such organizations as community foundations.
Community foundations, however, have traditionally had
contact with a limited number of citizens—nothing on the
order of the tens of millions who own mutual trust assets.
The mutual trust industry is popularizing the use of donor-
advised funds for charitable purposes, and the community
foundations are expanding their outreach as well.

While donor-advised funds have many similarities to
foundations, they don’t face the same rules and restric-
tions that can intimidate would-be foundation donors.
Donor-advised funds introduce a new ease to establishing
endowments, calling into question the often burdensome
policies of foundations.

Foundations Considered Tools 
for the Wealthy

Foundations have been regarded, rightly or wrongly,
as organizations set up exclusively by wealthy individuals.
This perception is reinforced in part by the difficulty of
tax laws involved with establishing foundations. Even if
the complexity of these laws has been exaggerated, it still
deters moderate givers. The law contains twists and turns
and interlocking requirements. For example, the minimum
payout rule, which requires an average of 5% of net worth
to be donated annually, is needlessly complex. And the
excise tax on investment income can actually penalize

charitable activity. The 990PF forms used to report annu-
ally to the IRS are a nightmare for the uninitiated–and
there are no simplified versions for small foundations that
make only an occasional grant. The IRS has been slow to
take even the most basic steps to ease the reporting
process. Only recently has the Treasury proposed adding a
subsection to the tax code to define donor-advised funds.

A New Democracy of Giving
The entry of the mutual fund industry into the realm

of charitable giving may democratize endowed giving by
making it manageable for people of average means. Many
donor-advised funds accept a minimum endowment of as
little as $25,000–a far cry from the hundreds of thousands
thought by many to be needed for foundations.

With donor-advised funds, the mutual fund industry
has not only pulled down many of the hurdles to setting
up an endowment, it has shortened the track as well.
Donor-advised funds have almost no filing requirements,
and the few that exist are handled mainly by the mutual
funds themselves. At the same time, the endowments
avoid the excise tax on foundation investment income
and minimum payout rates, although Fidelity and other
investment companies may voluntarily ensure that some
minimum is donated to charity.

The vast expansion of different forms of retirement
plans, such as 401(k) plans, profit-sharing plans, and simi-
lar vehicles, makes it especially simple for an individual
to transfer payments out of a plan directly into a donor-
advised fund. Once the endowment is set up, a transfer of
money into the fund may require little more than a phone
call to the mutual fund handling the retirement plan.

Regulating Donor-Advised Funds
Policymakers and financial institutions are grappling

with how best to regulate donor-advised funds. For the
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An innovative way of giving encourages donations—and forces us to reevaluate current practices.
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sake of consistency, some suggest applying regulations tra-
ditionally designed for foundations, despite the fact that
doing so might hinder the charitable potential of the funds.
Since the excise tax is hard to justify even for foundations,
there is little case to be made (other than a legal bent for
consistency) for extending it to donor-advised funds. 

The success of donor-advised funds depends largely
on whether the public trusts that these funds will not be
abused. Some regulations will be necessary to achieve
this trust. So while the debate about how to regulate
donor-advised funds proceeds, the institutions offering
the funds should take steps to minimize the possibility of
abuse. The amount of future regulation can be lessened
by setting standards now, so that when policymakers
decide to act, they can simply refer to the reasonable
practices already in place.

For example, some financial institutions (such as
Fidelity) have voluntarily established a minimum payout
rule for donors as a group. At the same time, when the
donations from one donor-advised fund can be mingled
with those of another, there is significant leeway for any
one donor-advised fund to keep a very low payout rate for
a long period of time. Thus, the monitoring required to
ensure that the donor-advised fund’s flexibility isn’t abused
may be provided by the private institutions themselves.

A more difficult regulatory issue sometimes raised is
the inconsistent monitoring of the quality of the charitable
organizations that are given donations. Community foun-
dations often claim that they do more to assess a donee’s
worthiness than do mutual fund organizations, but not

because it is required of them. The problem is that no one
has developed a way to regulate screening that would not
place an undue burden on charitable organizations.

Finally, some filing requirements (such as lists of
grants and contributions) need to be made uniform
among foundations and donor-advised funds. But all regu-
lations should keep reporting to a reasonable minimum.

An Innovative Way to Give

Donor-advised funds allow a wide range of people to
establish small endowments–a development with exciting
prospects for philanthropy. However, donor-advised funds
also force a reevaluation of past practices. Because
donor-advised funds are treated so differently from foun-
dations on questions ranging from filing requirements to
expenditure policies, we must take a closer look at all reg-
ulations to see if they’re hindering giving rather than
encouraging it.

The development of donor-advised funds shouldn’t be
pushed off course by a drive toward needlessly complex
rules simply for the sake of consistency. We must all work
together to establish the balance between regulation and
flexibility that nurtures philanthropy. ■

C. Eugene Steuerle is a senior fellow at the Urban Institute. This

article is based on his brief “Charting Civil Society,” a series by the

Urban Institute’s Center on Nonprofits and Philanthropy, 2100

M Street, N.W., Washington, D.C. 20037, http://www.urban.org/cnp.

CREATIVE FUNDRAISING IDEAS
Start a Monthly
Giving Program

Donors generally give at least
100%—and usually up to 1200%—
more money once they sign up for a
monthly giving program, studies
show. Give your monthly giving club
a name, such as Friends for Life or
Leadership Circle, and write current
donors to explain the new club, its
convenience to the donor, where the
money will go, and why club mem-
bership will make an incredible dif-
ference. See Hidden Gold: How

Monthly Giving Will Build Donor

Loyalty, Boost Your Organization’s

Income, and Increase Its Financial

Stability (Chicago: Bonus Books,
www.bonus-books.com).

Have Celebrity
Waiters Dish Up Fun

Recruit “celebrities”
from your community to act
as waiters at your fundrais-
ing dinner. (Your board
members can do the recruit-
ing or act as the waiters
themselves.) Have the
celebrity waiters compete
for “tips” by serving diners
as creatively as possible.
For details, see How to

Produce Fabulous Fund-

raising Events (McMillion
& Associates, 3785 Trenery
Drive, Pleasanton, Califor-
nia 94588, 925-846-7442, 
mcmillion1@aol.com).

Choose
Neutral Spots

When raising money,
invite your prospects to a
neutral location rather
than meeting at your or
their offices or homes.
Such locations will make it
easier for you to ask—and
for prospects to give. See
Make a Note of It: Wit &

Wisdom from Fund

Raisers for Fundraisers

by William Olcott, Bonus
Books, 160 E. Illinois St.,
Chicago, Illinois 60611.


