




















Potential federal tax savings by decile for a giving amount of $3,100
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Donating lower annual dollar amounts can also yield On a percentage basis, the federal tax savings ranges
significant tax savings by avoiding capital gains from near 0% to over 13% of the amount donated.
taxes. For the 2008 IRS-reported median total giving Given a maximum possible tax savings of 15%, the
amount of $3,100, households in the sample could top deciles have a very high potential for tax savings.”

have saved from a low of $0 to a high of $410. The

maximum possible savings is $465. For this dollar But what may be most remarkable is that the over-

whelming majority of households in this sample hold

amount, generally only one or two security purchases

would be needed to replace the donated securi- enough appreciated securities to make these varying

. . . donations entirely from appreciated securities—as
ties. So even with transaction costs, 70% to 80% of y PP

households in the sample could have benefitted the chart below shows.

from donating securities with long-term appreciation
instead of donating cash.

Federal tax savings percentage by decile for
several minimum asset levels and giving amounts
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Percentage of households able to gift various
amounts entirely through appreciated securities
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Fully 91% of these households with at least $25,000

in non-cash securities had the capability to give the
baseline median donation of $3,100 entirely through
appreciated securities, and 90% could potentially
fund the $10,800 median DAF contribution. Of course,
the proportion of securities (actually, tax lots) that is
currently at a gain versus a loss position fluctuates
with the performance of stock and bond markets.

Yet the scale of this opportunity to save on taxes by
using appreciated securities instead of cash to give to
charity is dramatically higher than reported behavior
by the IRS. As we saw on the first chart in this report,
cash contributions range from 73% of total contri-
butions for AGls less than $60,000 to 53% of total
contributions for AGls between $1 million and

$5 million. Even though transaction costs might
make some donations of securities infeasible, a large
proportion of cash contributions could have been
made instead with appreciated securities — and
middle-class and affluent households alike

could have saved a substantial amount of money.

Efficient giving vehicles—DAFs

First, the basics. A DAF is a separate account of a
sponsoring charitable organization. From this account
donors can recommend grants to other charitable
organizations.” DAFs generally accept contributions
from donors in the form of cash or securities. As of

2009, there were at least 139 sponsoring organiza-
tions of DAFs"” in the United States, and they were the
fastest-growing philanthropic vehicles in the nation.?
Yet DAFs still represent only a very small amount of
total giving—$4.5 billion in 2009.”

The majority of these DAF programs have the ability
to accept appreciated securities as donations. Some
DAFs may accept other assets as well, such as real
property or the cash value of life insurance. What
DAFs do upon receiving such gifts is liquidate the
donated assets tax free and invest the proceeds

in one or more investment options. Generally, the
donor can recommend how the assets are invested
among a number of investment pools provided
through the DAF's investment program. Over time,
the donor recommends grants to one or more
IRS-qualified public charities and the DAF's sponsor
distributes cash grants to each of the recommended
charities. Grants may be made over many years
(subject to minimum grant activity requirements) even
if a single donation was made to the DAF. In fact, one
of the greatest advantages of a DAF is that gifting
may be done strategically for tax purposes and then
grants may be made to charity over time.
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For donating to charity with appreciated securi-

ties, DAFs have an exceptionally high ease-of-use

as compared with giving to charities directly. With a
DAF, one donation of securities is made and then any
number of subsequent grant recommendations

may be made to individual charities.

By contrast, giving appreciated securities directly

to charity requires working separately with each
charity, which can take a substantial amount of time
and effort. In addition, many charities either do

not accept appreciated securities at all or will only
consider them for very large donations. Donating
appreciated securities to a DAF is easier because only
one set of paperwork needs to be completed, and
also because DAFs generally are set up to make the
process easy and efficient for the donor. For most
households, the emergence of DAFs has made giving
with appreciated securities convenient and feasible.
Without these funds, the potential added tax savings
of donating appreciated securities could often be

outweighed by the level of effort of actually making
the gift.

DAFs are also highly efficient for the charities in terms
of transaction costs on appreciated securities. Most
charities use full-service brokers and generally pay
much higher commission costs than DAFs, which
generally use discount brokers. Thus, with a DAF, the
net proceeds that a charity can receive are generally
greater than the net proceeds a charity would get
from securities donated directly to the charity.

Suppose, for example, that a person has $20,000

in securities to donate to charity and is evaluating
whether to give the securities directly to charity or to
use a DAF. If the charity has to pay 1.5% to liquidate
the securities, then the cost to the charity would be
$300, and the charity would net $19,700. On the other
hand, if the securities were donated to a DAF, the
liquidation costs may be just $10 to $75, meaning the
charity could net $225 to $290.

Donations to DAF by source?

Year Cash Appreciated Securities
1999 22% 78%
2000 21% 79%
2001 33% 67%
2002 47% 53%
2003 38% 62%
2004 32% 68%
2005 31% 69%
2006 34% 66%
2007 28% 72%
2008 59% 41%
2009 56% 44%
\201 0 49% 51% P

This “typical” breakdown is derived from data on donations to Fidelity Charitable,*™ an independent
public charity that sponsors a donor-advised fund program.
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For all these reasons, a much larger share of dona-
tions to DAFs are made in the form of appreciated
securities than is true for charities nationally. The chart
on the previous page presents the typical breakdown
of donations to a DAF in cash versus appreciated
securities.?

There is a significant amount of variation year to year,
which tracks closely with the performance of the stock
market in particular. From a high of 79%—nearly four-
fifths—of all donations in the “bubble” year 2000,
flows of appreciated securities to Fidelity Charitable
plunged to just 53% in the third down year of the
2000-2002 market plunge. That percentage climbed
back to roughly 66% as U.S. and global equity markets
rebounded strongly from 2003 to 2006, declined
again in 2008 and 2009, and rebounded again in 2010
to 51%.

Besides their short-term, tactical advantages, DAFs
offer long-term strategic planning options as well:
All donations made to a DAF are removed from the
donor's estate as soon as the donation is made. A
large current year donation to a DAF to be used

for many years of future giving to charity immedi-
ately reduces potential estate taxes, whereas simply
planning to give each year from the donor’s assets
provides no relief from potential estate taxes. So,
from an estate tax planning perspective, using a DAF
is far more tax efficient than annual direct giving.

Choosing a DAF program and sponsoring charity
should, however, involve careful consideration. In
general, DAFs have minimum initial donations to
establish an account, minimum additional dona-

tion requirements (generally smaller than the initial
minimum contribution), and minimum grant recom-
mendation amounts and grant activity requirements.
We estimate that 10 to 20 million households have the
potential to realize additional tax savings by donat-
ing securities with long-term appreciation to charity
or to a DAF instead of contributing cash directly to
charities.* Households whose desired giving levels
are below the DAF minimums may need to focus on

direct gifts to charity. It should also be noted that
donors may not recommend grants from their DAF
where more than an incidental benefit will be received
by the recommending donor or advisor, or even a
family member of the donor or advisor. For example,
DAF programs in general will not make grants where
any goods or services will be received by the donor
or other third person as a result of the DAF grant.
Another limitation is that if someone pledges a dona-
tion, a DAF can't be used to satisfy that pledge.

Additionally, potential tax savings from donating
appreciated securities must be weighed against the
level of effort in establishing and funding a DAF,
which varies across the industry. Next, donors should
consider the fees DAFs charge for administrative
costs and investment management fees—every-
thing else being equal, the lower the fees, the more
money that goes to charity. Of course, investment
performance of the contributed assets and customer
service to the donor matter greatly as well. Lastly,
donors need to consider the level of effort a specific
DAF requires in making grants to individual charities.

Conclusions

With 88% of Americans giving annually to charity,
charitable giving is an integral part of the fabric of
this country. In 2008 alone, total donations to charity
from individuals amounted to over $229 billion—
$179 billion of it coming from individuals who itemized
these donations on their tax return.

But while Americans are indeed giving, and on a
massive scale, they are too often giving inefficiently,
from a tax perspective. Ten to 20 million American
households have the potential to realize additional tax
savings by donating securities with long-term appre-
ciation to charity or to a DAF instead of contributing
cash directly to charities. In short, millions could save
billions or give billions more instead. So why aren’t
more Americans donating to charity with appreciated
securities?

"
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The answer is quite simple—most Americans either
don't want to give up their high-performing securities
(not realizing they can immediately repurchase them),
don't know of the additional benefits, or think there is
too much paperwork.

Most of the barriers to donating appreciated securities
can be addressed with a DAF. DAFs enable one dona-
tion of securities to be converted into many smaller
potential grants to charities and have little paperwork
when compared to giving directly to a charity. But only
a small percentage of charitable donors are yet aware
of DAFs.

What is needed to close this knowledge gap is a
national campaign of investor and donor education
about the tax savings opportunities of giving with
appreciated securities, and the ways that DAFs make
such giving easy. Such an effort could help millions
of American households sustain—and perhaps
increase—the giving they already intend to do.

Appreciated company stock in qualified plans

Appreciated company stock in qualified plans (e.g.,
401(k) and ESOP plans), may also be used for chari-
table giving with special tax advantages. Electing Net
Unrealized Appreciation (NUA) treatment of company
stock can be an extremely tax-efficient strategy for
charitable giving. Ordinary income tax is paid on just
the pre-tax cost basis of the shares, but the federal
itemized charitable tax deduction is usually based

on the fair market value of the stock at the time it is
donated, assuming all appreciation would have been
taxable at the long-term capital gains tax rate if the
shares were sold rather than donated. Essentially, with
this strategy the amount of the itemized charitable
deduction is larger than the increase in income (by the
amount of the NUA) so, on balance, taxable income

is reduced. For more information on the strategy,

see "Maximizing the Value of Company Stock at
Retirement,” 2007, published by Fidelity.

Important legal information

Fidelity Charitable is the brand name for Fidelity® Charitable Gift Fund,
an independent public charity with a donor-advised fund program.
Various Fidelity companies provide services to Fidelity Charitable. The
Fidelity Charitable name and logo are service marks, and Fidelity is a
registered service mark, of FMR LLC, used by Fidelity Charitable under
license. Giving Account is a registered service mark of the Trustees of
Fidelity Charitable.

The tax information contained herein is general in nature, is provided
for informational purposes only, and should not be construed as legal or
tax advice. Neither Fidelity nor Fidelity Charitable® provides legal or tax
advice. Fidelity and Fidelity Charitable cannot guarantee that such infor-
mation is accurate, complete, or timely. Tax information provided relates
to taxation at the federal level only. Laws of a particular state or laws
which may be applicable to a particular situation may have an impact on
the applicability, accuracy, or completeness of such information. Federal
and state laws and regulations are complex and are subject to change.
Changes in such laws and regulations may have a material impact on
pre- and/or after-tax investment results. Availability of certain federal
income tax deductions may depend on whether you itemize deductions.
State tax laws and treatment of capital gains and income will vary, and
state rules and regulations regarding tax deductions for charitable giving
will vary. Charitable contributions of capital gain property held for more
than one year are usually deductible at fair market value. Deductions for
capital gain property held for one year or less are usually limited to cost
basis. Neither Fidelity nor Fidelity Charitable makes any warranties with
regard to such information or results obtained by its use. Fidelity and
Fidelity Charitable disclaim any liability arising out of your use of, or any
tax position taken in reliance on, such information. Always consult an
attorney or tax professional regarding your specific legal or tax situation.

To ensure compliance with Treasury Department Circular 230, you are
hereby notified that: (a) any discussion of federal income tax issues in this
article is not intended or written to be relied upon, and cannot be relied
upon, by you for the purpose of avoiding penalties that may be imposed
under the Internal Revenue Code; (b) such discussion is being used in
connection with the promotion or marketing (within the meaning of
Circular 230) by the charitable gift fund of the matter addressed herein;
and (c) you should seek advice based on your particular circumstances
from an independent tax advisor.
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Endnotes

'An online survey conducted by Harris Interactive® between September 14 and 20, 2010, among 2,620 adults (aged 18 and over).

2@Gifting amounts do not include gifts from foundations, gifts from corporations, bequests, or gifts from nonitemizers. According to Giving USA, 2009, key find-
ings, the respective giving amounts were $41.21 billion, $14.5 billion, $22.66 billion, and for itemizers and nonitemizers combined: $229.28 billion.

*Cerulli Associates, Cerulli Associates— Financial Planning Association Advisor Surveys, 2007.

“Based on 2008 itemized cash giving of $139 billion, tax savings calculations with Fidelity accounts, and estimates of the percentage of households who own
stocks or mutual funds outside of a retirement account among those households who itemize deductions.

°All estimates of tax savings in this paper assume that donors that give cash instead of appreciated securities would have sold appreciated securities (and
recognized the inherent capital gains) in an amount equal to the value of the cash donations in the same year that the cash donations are made. If the appreci-
ated securities are not sold until some future date, the present value of the tax savings would be reduced. Potentially, capital gains taxes may be eliminated
by holding the securities until death, with the beneficiaries receiving a step up in basis as of the date of death, although this could have adverse estate tax
ramifications.

¢The cost basis of a security is generally the amount paid to purchase the security, adjusted for certain items such as commissions.

7 Assuming the charity is an IRS-qualified 501(c)(3) public charity. For gifts to a private foundation the limit is 20% of AGl. Amounts over the 30% (or 20%) threshold
may be carried over for use in future years (for up to five years). There is also a limit on the deductibility of cash contributions though it is 50% (30% for gifts to a
private foundation) of AGI rather than 30% (20% for private foundations). For the vast majority of households 30% of AGl is more than sufficient for charitable
giving needs.

¢In this simple example, the transaction costs of repurchasing the securities are ignored. Note also that wash sale rules do not apply because the securities are
donated rather than sold and because there are no realized losses involved (the securities are at a gain).

’The Internal Revenue Service has restrictions on what cost basis methods can be used and when they can be changed. Although different methods may be
used for different securities, once an average method is used for a security, all of a person’s holdings of that particular security are subject to the average
method unless the consent of the IRS is obtained to change the method.

"“Exceptions apply. Some securities in a portfolio such as stock options or bonds may never go long-term since they would expire or mature before being held for
over one year. [t may be advantageous to donate these securities and deduct only the basis (cost of the options) rather than sell them (which would increase AGI
and potentially contribute to the phaseout of itemized deductions or exemptions), pay short-term capital gains taxes, and donate the net proceeds.

""Donations of securities with unrealized long-term gain are generally more tax efficient for the donor because of the potential for claiming an itemized deduc-
tion for their full market value. The deduction for donations of securities with unrealized short-term gains is usually limited to the donor’s basis; however, such
donations are generally allowed up to 50% of AGI rather than the 30% for securities with long-term appreciation. (Note that both these limits are lower for
certain types of charities.) This presents another tax-efficient donation strategy as it allows a person trying to offset a one-year income spike to potentially claim
a charitable donation of up to 50% of their AGI by donating securities with minimal short-term appreciation rather than being limited to a charitable deduction
of 30% of AGI for the full market value of donations of securities with long-term appreciation.

2|f a tax lot with an unrealized loss is sold and then replaced, it is important not to run afoul of the wash sale rules which require a waiting period of 30 days to
repurchase the security —otherwise the realized loss is disallowed for tax purposes.

Taxation at the state level varies considerably. Realized capital gains may be taxed as long-term capital gains, short-term capital gains, ordinary income, or not
at all.

“The 2008 median donor advised fund contribution to Fidelity Charitable®™ (a 501(c)(3) public charity with a donor-advised fund program) was $10,800. It is
important to note that the Fidelity Charitable minimum contribution amount to establish a donor-advised fund was $5,000. For the donor-advised fund industry
as a whole, median contribution amounts are not publicly available though common contribution minimums of $10,000 and $25,000 would indicate a median
donor-advised fund contribution higher than $10,800.

The 2008 median total annual charitable donation is an approximation based on charitable donations for AGI ranges as reported by the IRS. This median is
calculated among individuals who itemize deductions.

“Tax lots with unrealized short-term gain were excluded since generally these lots are not a tax-efficient means of charitable giving. Households had varying
amounts of cash in Fidelity accounts and may have also had substantial amounts of cash and/or securities outside of Fidelity accounts. To be eligible, a house-
hold needed to have at least one tax lot with cost basis information in one giving-eligible account. Tax lots with missing cost basis information were excluded,
so the giving opportunity may be greater than reported here. A giving-eligible account is a taxable-type account which may be legally donated to charity and
whose gains and losses are reported on the household's individual tax return.

7 As one would expect, when the gift amount is a smaller proportion of assets, e.g., a $5,000 gift when assets are above $100,000, the tax efficiency is greater
than when the gift amount is a higher proportion of assets, e.g., a $3,100 gift when assets are above $25,000. This is because the lower the proportion of the
gift to assets, the easier it is to just gift the most tax-efficient lots. Still, it is interesting that while across deciles there is a great variation in tax efficiency, across
asset levels and giving amounts there is relatively little variation.

® After the enactment of the Pension Protection Act on August 17, 2006, the Internal Revenue Code defined a donor-advised fund as a separate fund (or account)
of a sponsoring charitable organization with respect to which a donor (or person named by the donor) can recommend grants to other charitable organizations
or may make investment recommendations. Irrevocable contributions from the donor are made to the sponsoring charitable organization (a public charity) and
are allocated to the individual donor-advised fund. The charity is the legal owner of the DAF and the balances in the DAF.

7 Chronicle of Philanthropy. Based on survey responses from May 2008 and May 2009. There may be as many as several hundred more as most community founda-
tions have a donor-advised fund program as well.

® Investment News, September 17, 2007. Lisa Shidler. Donor-advised funds are seen as becoming more popular. Assets in donor-advised funds climbed 24% last
year, making the funds the fastest-growing charitable vehicle.

2 Chronicle of Philanthropy, May 2010.

2|n each year, there were also small amounts of other types of donations (less than 1%), such as the cash value of life insurance and real estate.

#Breakdown based on data from Fidelity Charitable.

#This estimate is based on reported charitable donations on IRS returns, equity ownership data (including mutual funds) from the Federal Reserve, and an analy-
sis of securities with long-term appreciation among the sample of Fidelity brokerage accounts. According to the Survey of Consumer Finances conducted by
the Federal Reserve Board in 2007 (the latest available survey), there were approximately 114 to 115 million households in the United States.
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-?J To learn more, call a Charitable Planning Specialist at 800.682.4438
‘ or visit FidelityCharitable.org.
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