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     One way to support Estes Valley charities is to establish a donor advised fund at the Community Foundation of Northern Colorado. This article will briefly describe a donor-advised fund  and how it can be used to create a permanent legacy to support non-profit charitable organizations.

     We have all heard of large philanthropic foundations, such as the Bill and Melinda Gates Foundation, or the William and Flora Hewlett Foundation. These foundations have been funded by the enormous wealth of the donors, and each foundation has a sizeable staff to manage its investment and accounting activities. But few of us will ever be able to have such large foundations. 

     Therefore, several decades ago the IRS created a tax and legal framework which would allow an individual (or family) to establish a similar foundation, but on a much smaller scale. These are called private (or sometimes personal) foundations. These foundations are fairly complex to create and administer, requiring legal, tax accounting and financial investing expertise. In addition, the IRS rules mandate strict rules as to required distributions each year, and, in some cases, the foundation will be subject to excise taxes on its net investment gains.
     Fortunately, there is yet another option for reaching the same goal of private foundation philanthropy, which is much easier to create and maintain – a  donor-advised fund.

      Individual donor-advised funds are created within, and under the “umbrella” of a larger, non-profit charitable 501(c)(3) organization, such as the Community Foundation of Northern Colorado. All of the legal, tax accounting, and investing aspects (similar to private foundations) are handled by the professional staff of the Community Foundation on behalf of all the donor-advised funds it manages. The result is a much simpler way for an individual to create his or her own foundation, and at the same time benefit from lower costs and greater flexibility than the private foundations described above.
     A donor-advised fund can be funded by cash or appreciated assets such as stocks and bonds, and initially created with as little as $10,000. The monies contributed to a donor-advised fund are tax-deductible irrevocable gifts. The fund can be increased over time with additional tax-deductible contributions from the donor. The fund itself can be created by signing a simple fund agreement, and there is no initial “start-up” fee.

     Once the fund has been established you (or successor advisors named in the fund agreement) can designate which charities you wish to fund each year, and the amounts each is to receive. The Community Foundation then issues the checks to the charities you have chosen. In addition, the Community Foundation handles all related issues such as investing your fund’s assets, tax reporting, and related fiduciary responsibilities. The annual cost for maintaining your fund at the Community Foundation ranges from 1% to 1.5% of the assets, depending on the size of the fund. The Community Foundation  also maintains an extensive data and information base of regional charities that the donor can access when trying to determine which charities to support.
     Other advantages of donor-advised funds (as compared to private foundations) include:

1) Creating a donor-advised fund is easy. Creating a private foundation requires the donor to create a new legal organization, apply for a tax-exempt status, pay filing fees and incur legal and accounting expenses.

2) No tax is imposed on the investment income of a donor-advised fund because it is a component of a public charity (the Community Foundation). A private foundation pays up to 2% federal excise tax on its investment income and net realized capital gain.

3) A Community Foundation donor who has established a donor-advised fund can remain anonymous. By contrast, a private foundation must make available to the public the identity of any substantial donor.

4) There are no minimum distribution requirements for a donor-advised fund. A private foundation must annually distribute at least 5% of its net assets, regardless of whether that amount is actually earned.
5) There are fewer IRS reporting requirements on grants from donor-advised funds, and requirements that do exist are handled by the Community Foundation at no extra charge to the donor.

     All in all, donor-advised funds combine convenience, flexibility and value in creating a legacy of philanthropy that will benefit the Estes Valley charities for years to come.
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