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Charitable Giving Remained Flat in 2021 
Americans donated $484.85 billion to charity in 2021, a 4% increase over 2020's record amount. Adjusted for 
inflation, however, the growth was a relatively flat -0.7%. For the fourth year in a row, contributions by individuals 
comprised less than 70% of the total amount. "Megagifts" of $450 million or more comprised about 5% of the 
nearly $327 billion given by individuals. 

Source: Giving USA, 2022 (total may not equal 100% due to rounding) 
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Donor-Advised Funds Combine Charitable Impact with Tax Benefits 

A donor-advised fund (DAF) is a charitable account 
offered by sponsors such as financial institutions, 
community foundations, universities, and fraternal or 
religious organizations. Donors who itemize 
deductions on their federal income tax returns can 
write off DAF contributions in the year they are made, 
then gift funds later to the charities they want to 
support. DAF contributions are irrevocable, which 
means the donor gives the sponsor legal control while 
retaining advisory privileges with respect to the 
distribution of funds and the investment of assets. 

Donors can take their time vetting unfamiliar charities 
and exploring philanthropic opportunities. They can 
wait to take advantage of matching fund campaigns, 
have money ready to aid victims when disaster strikes, 
or build up funds over multiple years to make one 
large grant for a special purpose. Grants can generally 
be made to any qualified tax-exempt charitable 
organization in good standing. 

Under current law, there are no rules about how 
quickly money in DAFs should be granted. However, 
legislation has been introduced — the Accelerating 
Charitable Efforts (ACE) Act — that would impose a 
15-year limit on the donor's advisory privileges, among 
other changes. You may want to watch for future 
developments if you are interested in using 
donor-advised funds to execute a charitable giving 
strategy. (Any legislation passed in 2022 likely would 
not take effect until 2023.) 

Tax-Efficient Timing 
Gifts to public charities, including donor-advised funds, 
are tax deductible up to 60% of adjusted gross income 
(AGI) for cash contributions and 30% of AGI for 
non-cash assets (if held for more than one year). 
Contribution amounts that exceed these limits may be 
carried over for up to five tax years. 

DAF contributions can be timed to make the most of 
the tax deduction. In an especially high-income year, 
for example, a larger contribution might keep a 
taxpayer from climbing into a higher tax bracket or 
crossing a threshold that would trigger Medicare 
surcharges or the net investment income tax. 

Now that the standard deduction has been expanded 
($12,950 for single filers and $25,900 for joint filers in 
2022), many taxpayers don't benefit from itemizing 
deductions, including those for charitable donations. 
But with advance planning, it may be possible to 
bunch charitable contributions that would normally be 
donated over several years in a single tax year, 
ensuring that itemized deductions surpass the 
standard deduction. 

A similar approach may appeal to pre-retirees in their 
peak earning years. Those who expect to be in a lower 
tax bracket and/or might claim the standard deduction 
during retirement might consider making deductible 
contributions to a donor-advised fund while they are 
still working. 

Growth in Donor-Advised Funds 
Contributions to DAFs accounted for about 10.1% of total 
U.S. charitable giving in 2020. 

Source: National Philanthropic Trust, 2021 

Gifting Appreciated Assets 
Contributions to a donor-advised fund can be made 
with cash, publicly traded securities, and more 
complicated assets such as real estate, valuable art 
and collectibles, or a stake in a privately held 
business, offering a convenient way to gift appreciated 
assets. Fund sponsors typically have experience in 
evaluating and liquidating donated assets (a qualified 
appraisal may be needed). This way, a donor can 
make a single contribution to a DAF that eventually 
benefits multiple charities, including smaller 
organizations that are not able to accept direct 
donations of appreciated assets. 

Giving appreciated assets to charity can provide 
lucrative tax savings. A donor may qualify for a tax 
deduction based on the current fair market value of the 
contribution while helping reduce capital gain taxes on 
the profits from the sale of those assets. This strategy 
may be helpful when family businesses or shares of 
privately held companies are sold, or any time a larger 
tax deduction is needed. 

DAFs have fees and expenses that donors giving 
directly to a charity would not face. All investing 
involves risk, including the possible loss of principal, 
and there is no guarantee that any investment strategy 
will be successful. 
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Passive, Active, or Both? 
Index funds, which try to match the performance of a 
particular market index, have drawn increasing interest 
from investors, but traditional actively managed funds 
still hold more assets (see chart). There is ongoing 
discussion in the financial media about which 
approach is most effective, but there may be good 
reasons to hold both in a well-diversified portfolio. 
Here are some pros and cons to consider. 

A Simple Approach 
Index funds typically hold the same securities in the 
same proportions as the index the fund is tracking (or 
in some cases a representative selection of securities). 
After assembling the fund, the fund manager generally 
makes adjustments only as necessary to track the 
index, so these funds are called passively managed. 

The primary appeal is cost-efficient simplicity. Because 
index funds have less managerial involvement, fees 
are often lower than they are for actively managed 
funds. Index funds may also buy and sell assets less 
frequently, and lower turnover can help reduce capital 
gains distributions, which could be important when 
funds are held in taxable accounts. 

However, this simplicity can also be a negative. Many 
well-known indexes commonly tracked by index funds 
are broad based and weighted by market 
capitalization, a company's value based on the number 
of outstanding shares multiplied by share prices. Some 
are price-weighted, meaning the price per share 
determines the weighting of the security. In either 
case, index investing may place heavy emphasis on a 
relatively small number of large companies in the 
index. And an index fund holds securities in the index 
regardless of the potential performance of an 
individual company. 

A Decade of Growth 
Index funds more than doubled their share of the fund 
market from 2011 to 2021. 

Source: Investment Company Institute, 2022 (totals may not equal 100% 
due to rounding) 

Hands-On Strategies 
Active fund managers strive to outperform benchmarks 
by hand-picking securities based on research and a 
defined investment strategy. Thus, actively managed 
funds offer the potential to outperform the broader 
market, although historically most of them have not. 

According to investment analyst Morningstar, 45% of 
active funds outperformed the average comparable 
index fund in 2021, a slight drop from 49% in 2020. 
Both of these years were relatively successful for 
active funds, possibly because active managers were 
able to respond to rapidly changing market conditions 
during and after the pandemic. Over the 10-year 
period ending in December 2021, only 26% of active 
funds outperformed the average of their passive 
counterparts. However, performance varied widely for 
different underlying investments.1 

An actively managed fund may be more diversified 
than an index fund holding stocks in the same asset 
category, because the manager can choose to weight 
the securities to meet the fund's objective rather than 
following the market-capitalization or price-weighted 
structure of an index. Diversification is a method used 
to help manage investment risk; it does not guarantee 
a profit or protect against investment loss. 

Active managers also have more flexibility and may 
use a variety of trading strategies to help manage 
risks. For these reasons, some actively managed 
funds might offer defensive benefits when markets are 
falling, and they may be able to take advantage of 
specific market movements that might not be captured 
in an index fund. 

Passive and active funds each have potential 
strengths and weaknesses, and there is no guarantee 
that any investing strategy will be successful. But 
holding both types of funds in your portfolio may 
provide a helpful balance. 

The return and principal value of mutual funds and 
exchange-traded funds (ETFs) fluctuate with changes 
in market conditions. Shares, when sold, may be worth 
more or less than their original cost. The performance 
of an unmanaged index is not indicative of the 
performance of any specific security. Individuals 
cannot invest directly in an index. Past performance 
does not guarantee future results. Actual results will 
vary. 

Mutual funds and ETFs are sold by prospectus. Please 
consider the investment objectives, risks, charges, and 
expenses carefully before investing. The prospectus, 
which contains this and other information about the 
investment company, can be obtained from your 
financial professional. Be sure to read the prospectus 
carefully before deciding whether to invest. 
1) Morningstar, February 2022 
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The Potential Benefits of Roth IRAs for Children 
Most teenagers probably aren't thinking about saving 
for retirement, buying a home, or even paying for 
college when they start their first jobs. Yet a first job 
can present an ideal opportunity to explain how a Roth 
IRA can become a valuable savings tool in the pursuit 
of future goals. 

Rules of the Roth 
Minors can contribute to a Roth IRA as long as they 
have earned income and a parent (or other adult) 
opens a custodial account in the child's name. 
Contributions to a Roth IRA are made on an after-tax 
basis, which means they can be withdrawn at any 
time, for any reason, free of taxes and penalties. 
Earnings grow tax-free, although nonqualified 
withdrawals of earnings are generally taxed as 
ordinary income and may incur a 10% early-withdrawal 
penalty. 

A withdrawal is considered qualified if the account is 
held for at least five years and the distribution is made 
after age 59½, as a result of the account owner's 
disability or death, or to purchase a first home (up to a 
$10,000 lifetime limit). Penalty-free early withdrawals 
can also be used to pay for qualified higher-education 
expenses; however, regular income taxes will apply. 

In 2022, the Roth IRA contribution limit for those under 
age 50 is the lesser of $6,000 or 100% of earned 
income. In other words, if a teenager earns $1,500 this 
year, his or her annual contribution limit would be 

$1,500. Other individuals may also contribute directly 
to a teen's Roth IRA, but the total value of all 
contributions may not exceed the child's annual 
earnings or $6,000 (in 2022), whichever is lower. (Note 
that contributions from others will count against the 
annual gift tax exclusion amount.) 

Lessons for Life 
When you open a Roth IRA for a minor, you're giving 
more than just an investment account; you're offering 
an opportunity to learn about important concepts that 
could provide a lifetime of financial benefits. For 
example, you can help explain the different types of 
investments, the power of compounding, and the 
benefits of tax-deferred investing. If you don't feel 
comfortable explaining such topics, ask your financial 
professional for suggestions. 

The young people in your life will thank you — sooner or 
later. 

For questions about laws governing custodial Roth 
IRAs, consult your tax or legal professional. There is 
no assurance that working with a financial professional 
will improve investment results. 
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