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Top Concern for Community
Foundations: Donor-Advised Fund
Regulations

A Commonfund Viewpoint

Potential regulations on donor-advised funds (DAFs) and their effect on the philanthropic sector was the most-cited
concern among community foundations in this year's Council on Foundations-Commonfund Study of Investment of
Endowments for Private and Community Foundations® (CCSF; the “Study”), with 39 percent of community foundations
responding that it is one of their top two current concerns.


https://info.commonfund.org/cof-commonfund-study-of-foundations-2023
https://info.commonfund.org/cof-commonfund-study-of-foundations-2023
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Community foundations in all size cohorts most often
selected potential DAF regulations as a top concern, to vary-
ing degrees: more than half of the largest community foun-
dations (those with over $500 million in assets) did, while
more than one-third of the other two size cohorts did. Since
it was the predominant top concern across size cohorts, we
focus in on this issue below.
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WHAT ARE DAFS?

Donor-advised funds are a vehicle for charitable giving that
allows a donor to make a tax-deductible contribution of
cash, stocks, or other assets, with advisory power in terms
of what causes and charities those dollars are deployed to
serve. Primary differences between DAFs and a one-time
gift are the level of input and engagement from the donor,
and that with a DAF, the gift enters into an account that
can be invested and grown over time in order to continue to
support the stated cause.

WHAT ARE POTENTIAL REGULATIONS ON DAFS AND
THEIR EFFECT ON THE PHILANTHROPIC SECTOR?

The growth in DAFs has garnered scrutiny, most often due to
their ability to avoid the minimum 5 percent payout required
for charitable funds at private foundations. Key regulations
initiated in this Study's calendar year were proposed IRS
regulations released in November 2023. The proposed regu-
lations attempt to create a standardized definition of what
constitutes a DAF, and aims to bring them under the same
regulatory framework that applies to pension funds, which
would add an excise tax to the donor “advisor” and the spon-
soring organization (e.g. a community foundation).

According to the Council on Foundations, the proposed
regulations would reduce funds flowing to nonprofits that
administer these vehicles, stifling their capacity to support
their communities, and negate the benefits of DAFs for
streamlining giving.’

INCREASING PRESSURES ACROSS THE COMMUNITY
FOUNDATION BUSINESS MODEL

While giving to DAFs has increased, overall giving has
decreased. According to Study data, more community
foundations have reported a decrease in gifts and donations,
compared with those that reported an increase, for two
yearsinarow. In 2022, 67 percent of community foun-
dations reported a decrease in gifts while only 31 percent
reported an increase in gifts. In this year's Study, 51 percent
of community foundations reported a decrease in gifts while
36 percent reported an increase.

Gifts are not the only factor intensifying pressures on
community foundations (this was only a highly cited concern
for the largest community foundations in this year's Study).
With inflation increasing the costs of operations and needs
among community foundation stakeholders, plus volatile
markets making meeting return objectives more uncertain,
community foundations are hoping any regulations do not
compound these challenges.

1 Policy Areas Impacting Endowments and Foundations Today (commonfund.org)



https://www.commonfund.org/research-center/articles/policy-areas-impacting-endowments-and-foundations-today
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WHAT ARE COMMUNITY FOUNDATIONS
SAYING ABOUT THIS?

As documented by the Council on Foundations, commu-

nity foundations spoke about the proposed regulations at a

hearing in May 2024, offering nuanced insight into how they
might impact the segment:

Deborah L. Wilkerson, Greater Kansas City Community
Foundation: “Never have we seen an investment advisor
suggest that a donor not grant, or even slow down the
process. They liquidate and get us cash quickly for grants
whenever we ask. Our numbers prove it. Our DAFs managed
by investment advisors have a payout rate around 15
percent. That's three times what donors would have granted
through a private foundation.”

Rose Bradshaw, North Texas Community Foundation:
“Donor-advised funds are a critical tool in our toolbox, and
investment advisers are key partners helping us to grow
assets for our community. They introduce us to their clients,
then help charitable dollars benefit from investment perfor-
mance and the magic of compound interest.”

Anna Maria Chavez, Arizona Community Foundation:
“The Arizona Community Foundation’s donors and DAF
advisors are active, and their involvement establishes a
connection that leads to greater impact. By establishing a
fund... donors continue to invest in the needs of commu-
nities as time goes on and often continue to give to their
funds after making their initial contributions. The average
payout rate over the past three years for DAFs at the Arizona
Community Foundation has been 14.5 percent, well above
the typical private foundation payout of 5 percent.”

* EileenR. Heisman, National Philanthropic Trust: “For
the past 15 years, NPT has been publishing the preeminent
report on donor-advised fund activity. We compile data from
all charities that submit a DAF reporting schedule with their
Form 990 informational returns. The 10-year trends are
compelling: from 2013 through 2022 (the most recent year
for which data is publicly available), DAF grantmaking grew
430 percent from $9.84B to $52.16B in charitable grants.
The average annual increase in grantmaking over that time
period was roughly 19.5%. During this same time period, the
payout rate from DAFs across the sector has never dipped
below 20 percent.”

* Bob Sorge, Madison Community Foundation: “These
restrictions fail to understand our business model fully and
would add unnecessary complication for an organization
that already has very strong conflict-of-interest policies in
place.”

* Michael Parks, Dayton Foundation: “Dayton as a commu-
nity has the fifth-highest poverty rate in America and the
needs in our community are great. These gifts from funds of
the foundation are absolutely vital and every dollar matters
in helping us to meet critical community needs. Today, the
number of Americans who give to charity is dropping. Our
hope would be that the proposed regulations would encour-
age even more giving in our community. It's so desperately
needed.”

Community foundations and their partners continue to
monitor these developments and await final decisions. For
more resource on this topic, see Commonfund’s policy
series and the Council on Foundations DAFs resource page.



https://www.commonfund.org/research-center/articles/policy-areas-impacting-endowments-and-foundations-today
https://www.commonfund.org/research-center/articles/policy-areas-impacting-endowments-and-foundations-today
https://cof.org/advocacy/donor-advised-funds
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Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund"”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presenta-
tion. It is Commonfund'’s policy that invest-
ment recommendations to its clients must
be based on the investment objectives and
risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-
ant Disclosures.
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