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Guidelines and Policies Governing 

Advised Funds 

 

The Northern Piedmont Community Foundation (NPCF) accepts component advised funds to 

develop support of, and participation in, the philanthropic interests and activities of the 

Northern Piedmont Community Foundation.  NPCF encourages individuals, families, 

organizations, corporations, and private foundations to establish advised funds as an important 

means of meeting the region’s existing and emerging needs.  Such funds stimulate an 

interchange of ideas between donors and NPCF, provide financial resources to extend the 

charitable programs of the Northern Piedmont Community Foundation, and contribute to the 

growth of the Northern Piedmont Community Foundation’s endowment. 

 

As a community foundation, NPCF enjoys status as a public charity.  This status entitles 

donors to tax deductions usually superior to those accorded donors to private foundations.  

Further, NPCF handles the administrative responsibilities specific to each component fund, 

including grant correspondence, issuance of checks, tax filings, audit requirements, and 

staffing needs. 

 

While the law expressly recognizes the right of living donors to make grant suggestions from 

time to time, the regulations adopted by the Internal Revenue Service clearly state that the 

governing body of a community foundation must exercise final discretion and control 

concerning the expenditures of such funds. 

 

The Northern Piedmont Community Foundation welcomes your use of our various services to 

further your philanthropic interests.  We can serve as your eyes and ears to identify priority 

needs in the area we serve.  Our regular communication highlights grants, and will provide 

you with information about local organizations devoted to community betterment.  If you are 

interested in a particular area of need or charitable organization, and NPCF does not already 

have detailed knowledge of it, we may be able to make the necessary investigation.  Knowing 

your areas of interest, NPCF may periodically bring to your attention new or unique 

opportunities to enhance your charitable giving. 

 

The Northern Piedmont Community Foundation has developed the following guidelines 

pertaining to the establishment and administration of advised funds.  These guidelines may be 

amended from time to time, when deemed necessary or desirable by the Northern Piedmont 

Community Foundation’s Board of Directors.   
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Policies and Procedures on Advised Funds 
 

Establishment of Funds 
 

Any person or organization (the “Donor”) may establish an advised fund by the donation of or 

transfer of money or other property, whether by contribution, gift, bequest, devise or other 

transfer to, and acceptance by, the Northern Piedmont Community Foundation (NPCF).  

NPCF has full legal ownership of such advised funds, which shall be administered as 

component funds of the Northern Piedmont Community Foundation.  Each Fund may be 

recorded as an identifiable or named fund, as requested by the Donor. 

 

•Advised Funds are governed by a written agreement between the Northern Piedmont 

Community Foundation and the Donor. 

 

•A minimum gift of $10,000 is preferred to create an advised fund.  Smaller funds can be 

established.  Staff can discuss options and requirements in further detail.  Additional 

contributions in any amount may be added to an advised fund at any time. 

 

•All donations to funds are governed by NPCF Gift Acceptance Policy and its addendum (i.e., 

excess business holdings).  (See Attachment 1 – NPCF Gift Acceptance Policy and addenda). 

 

Administrative and Investment Management Fees 
 

All advised funds are charged an appropriate allocation of direct and indirect expenses 

attributable to the administration of component funds as well as to further the mission of the 

Northern Piedmont Community Foundation to meet the compelling charitable needs in 

Virginia’s Piedmont region.  Those fees are listed below: 

 

•For endowed funds, a 1% administrative fee from fund balance of each advised fund is 

required annually.  For pass-through funds, a 1% administrative fee on the donation to the 

fund is required as well as a 1% fee for all disbursements. (For those funds that exceed $1 

million in fund balance, a sliding fee scale takes effect: 1% on the first $1 million, .80% on 

the next two million, and .60% above $3 million.)  All Funds will be charged a minimum fee 

of $100 per year. 

 

•An investment management fee, which varies among managers, is netted against the 

performance of individual funds. 

 

Donor Recommendations 
 

Generally, the Donor, or other person designated by the Donor at the time the Fund is created 

has the opportunity to recommend disbursements from the principal and income of the 

advised fund.  The Northern Piedmont Community Foundation shall consider and evaluate all 

such recommendations, as they are advisory in nature. 

 

The Donor may suggest a grant for general support or for a particular program or activity 

sponsored by a qualified, local, regional or national organization.  Recommended 

distributions must be made in writing to the Northern Piedmont Community Foundation.  A 

Donor Suggestion Form should be completed by the Donor-Advisor and submitted to NPCF.  

Please note the donor suggestion submission schedule coincides with regular monthly board 
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of directors meetings (the third Thursday of each month), when donor suggestions are 

presented for consideration and approval.  (See Attachment 3 – Donor Suggestion Form). 

 

Qualified charities generally include those described in Section 501(c)(3) of the Internal 

Revenue Code that are not also private foundations, and certain governmental 

organizations. These include charitable, religious, and educational organizations, as well 

as school districts, public libraries and other units of government. Examples of 

organizations not eligible for contributions from a Donor Advised Fund include fraternal 

orders, organizations whose primary purpose is lobbying, cemetery associations and funds 

set up to provide emergency relief to specific individuals or families. If an advisor is 

concerned about a particular recommendation, NPCF can pre-screen an organization for 

eligibility. 
 
Once a recommendation is received, NPCF staff will perform due diligence to verify that 

the organization is a qualified charity and that its status is current. For most organizations, 

this process can be completed in a few days, depending on volume. For grants to 

unfamiliar organizations, NPCF requires an affirmative response from the organization 

before awarding a grant. This process may take longer. It is the Foundation’s practice 

generally to follow the advisor’s recommendation. However, the final decision about all 

recommended grants is NPCF’s. (See Attachment 2 – Due Diligence Policy and Expenditure 

Responsibility). 

 

Once NPCF approves the grant, a check will be issued and a letter prepared for the donee 

organization. 
 

Grant Restrictions and Prohibitions (IRS regulations) 

Grants from a Donor Advised Fund cannot result in the donor, advisors or any 

related parties receiving an exchange of goods or services or any personal or 

material benefit that is not provided to the general public (for example 

newsletters). Prohibited benefits include tickets, memberships, 

meals, preferred parking, preferred seating, discounted merchandise or other 

preferential treatment from a donee organization. 
 

Donor Advised Fund grants also cannot be used to satisfy all or a portion of a 

pre-existing personal pledge or other financial obligation of the donor, advisors 

or any related parties. Advisors may, however, recommend that a grant be paid 

out over multiple years, subject to grant approval and annual due diligence. 
 

Provisions of the Pension Protection Act of 2006, prohibit Donor Advised 

Funds from making any grants to individuals such as scholarships, emergency 

hardship grants or disaster relief grants. This includes checks written directly to 

an individual or checks written to an entity for the benefit of a specified 

individual. For example, a grant to a university for the benefit of a designated 

student is prohibited. 
 

Donors, advisors or any related parties may not receive grants, loans, 

compensation or similar payments (including expense reimbursements) 

from donor advised funds. 
 
 
 
Grant Acknowledgment 
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Unless other arrangements have been made (e.g. anonymity requested), the grant letter 
will indicate that the contribution is from “The XYZ Fund of Northern Piedmont 
Community Foundation” and that it has been given upon the recommendation of the 
named advisor. The recipient organization is encouraged to acknowledge the gift to the 
advisor and also to NPCF.  Additional language confirms that no benefits have been 
offered or provided to NPCF or the advisor in exchange for the accompanying grant. If 
the recipient organization publishes a news release or a list of donors, it is asked to 
indicate the contribution as a grant from “The XYZ Fund of Northern Piedmont 
Community Foundation.” 
 

Regular Reports 
 

On a quarterly basis, the Donor will receive a summary report of all distributions from and 

additions to the Donor’s Fund.  Additionally, a summary report of distributions from the 

Northern Piedmont Community Foundation is included in the Annual Report. 

 

Educational Program 
 

The educational program for Donor-Advisors is part of a larger effort by the Northern 

Piedmont Community Foundation to educate the public with regard to the scope of charitable 

services offered by NPCF.  The objectives of NPCF’s educational program include: 

 

•Acquainting current and potential Donors, their advisors, and others in the community with 

the specific regional charitable needs determined by the Northern Piedmont Community 

Foundation to be worthy of support; 

 

•Encouraging interaction between members of the community, including business and civic 

leaders, Donors, grantee organizations, prospective grantees; and the Northern Piedmont 

Community Foundation to develop a broad perspective on the changing charitable needs of 

the community; 

 

•Enabling Donors and others to observe the work of the Northern Piedmont Community 

Foundation as an organization effectively serving the charitable needs of Virginia’s Piedmont 

region; and 

 

• Attracting funds from a wide segment of Virginia’s Northern Piedmont regional community 

to further the charitable purposes of the Northern Piedmont Community Foundation by 

working to meet the needs of the community. 
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Other Information 

 

Donors and their Designees 
 

The privilege of making recommendations shall be extended to Donors and their designees, 

subject to the following limitations: 

 

•Ordinarily, if an individual establishes an advised fund, the privilege of making 

recommendations is limited to the Donor, and, if so specified, the Donor’s spouse and/or 

children.  Individual or joint recommendations may be made, unless otherwise specified in the 

fund agreement.  This privilege will terminate on the death, written notice to the Northern 

Piedmont Community Foundation or resignation, or release of or by the Donor or other 

designees; 

•The agreement establishing an advised fund may designate a person or persons other than, or 

in addition to the Donor, spouse or children to exercise the privilege to make 

recommendations.  In that case, the privilege will exist only during the lifetime of the Donor, 

spouse or specified children, unless earlier terminated as described above. 

 

Continuity of Funds 
 

On the termination of the recommendation privilege, advised funds of less than $10,000 

become part of the Northern Piedmont Community Foundation’s unrestricted fund.  Advised 

funds of $10,000 or more become unrestricted named endowments of the Northern Piedmont 

Community Foundation; provided however, if the Donor has designated a particular 

charitable field, preference will be given to that field in distributions from that fund. 

 

Investment of Fund Assets 
 

The Northern Piedmont Community Foundation has the sole responsibility and authority for 

the investment of assets of each advised fund.  The assets of any component fund can be 

commingled with those of other advised funds, or with other funds of the Northern Piedmont 

Community Foundation, or may be invested in units of a common investment fund, which 

may be established or utilized by NPCF. 

 

The Board of Directors, a committee, agent, or director authorized by the Board, shall make 

decisions regarding the retention, investment, reinvestment and commingling of assets. 
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Attachment 1 

 

Gift Acceptance Policy 

 

 
a. Purpose 

 

The purpose of a gift to the Northern Piedmont Community Foundation (“NPCF”) is to 

further NPCF’s purpose and mission by maximizing financial support for NPCF and other 

charities it supports.  Such financial support may be in the form of outright current gifts or 

deferred gifts.  Specifically, NPCF seeks to: 1) help donors meet their charitable goals by 

making gifts tailored to suit their individual circumstances; 2) encourage gifts to the NPCF 

that benefit the NPCF and other charities in our community; and 3) increase the permanent 

endowment funds of NPCF, thereby providing a growing charitable resource for future 

generations in our community. 

 

The purpose of a gift to the Northern Piedmont Community Foundation must fall within the 

mission of NPCF.  The purpose of the gift must be defined in a written fund agreement or 

deferred gift instrument signed by the donor, or his or her appointed representative, and if 

appropriate, an authorize representative of NPCF.  Standard fund agreements will be prepared 

and reviewed by staff and legal counsel of NPCF.  In most cases, additional gifts may be 

made to existing funds of NPCF without restating the original purpose of the gift. 

 

b. General Policies 

 

A fund may be established as Unrestricted, Donor Advised, Designated, Field of Interest, 

Scholarship, or Operating.  Agency Endowments and Supporting Organizations may also be 

established.  Unrestricted, Field of Interest Funds, and Scholarships are generally endowed, 

while Donor Advised and Designated funds may be endowed. 

 

To establish a permanent fund, subject to the minimum for supporting organizations, a 

minimum of $10,000 is required.  (The Board of Directors may terminate funds that have 

balances below that amount by transferring the balance of such fund to NPCF’s unrestricted 

fund.)  Funds, which are established below that level, will require the commitment of a donor 

to make additional gifts within a reasonable period of time (2-3 years) to build the fund to the 

minimum level of $10,000. 

 

Funds may be established during a donor’s lifetime, by an outright donation to the foundation 

or by the use of a Trust.  Similarly, funds may be established by a will.  The minimum 

balance for establishing a supporting organization of the foundation will generally be 

$1,000,000. 

 

All gifts to the Northern Piedmont Community Foundation are irrevocable. 
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The administrative officers authorized to individually sign deferred giving agreements and 

new fund agreements with prospective donors are: the Chairman, President, and Treasurer of 

the Foundation and the Executive Director of the Northern Piedmont Community Foundation. 

c. Donors Rights and Responsibilities 

 

Solicitation of charitable gifts for NPCF shall be based on the assumption that prospective 

donors are interested in fulfilling their charitable wishes through a gift to NPCF, even though 

gift-encouraging investment and tax benefits for the donor may be present. 

 

The Northern Piedmont Community Foundation will not knowingly accept any gift from a 

donor who: 

 Has insufficient income and assets remaining after making the gift to provide for 

donor’s needs such as personal support, health care, etc.; 

 Has insufficient income and assets remaining after making the gift to provide for 

donor’s heirs for whom donor is fiscally responsible; 

 Has insufficient mental capacity to make a rational decision; and 

 Had insufficient advice from competent financial, legal and personal counsel. 

 

No public media exposure with respect to a donor’s gift will be given to any donor without 

the donor’s  or NPCF’s consent. 

 

All agreements with donors and all information concerning donors and prospective donors 

shall be held in strict confidence by NPCF, subject to legally authorized and enforceable 

requests for information by governing agencies and courts.  All other requests for or releases 

of information concerning a donor will be honored or allowed only if permission is obtained 

from the donor prior to the release of such information. 

 

All donors will receive a written thank you for the Northern Piedmont Community 

Foundation, regardless of the size of the gift. 

 

Current donors to the Northern Piedmont Community Foundation will receive at least an 

annual report, which outlines the financial status of the Foundation. 

 

Donors to the Northern Piedmont Community Foundation shall reimburse all expenses 

incurred in the acceptance and liquidation of gifts of real estate and other tangible property. 

d. Gifts to the Northern Piedmont Community Foundation 

 

The Northern Piedmont Community Foundation reserves the right to refuse any gift that it 

believes is not in the best interests of NPCF.  Any potential gift that is not covered by this 

policy must be reviewed by the Executive Committee and approved by the Board prior to 

final acceptance. 

 

Gifts received in the following form may be accepted and will not require prior review and 

approval of the Executive Committee: 

 Cash; 
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 Checks; 

 Marketable Securities; and 

 Gifts of personal property for NPCF’s offices or programs. 

 

Gifts that require review or approval by the Executive Committee include: 

 Gifts whose purposed fall outside the purposes, bylaws and procedures of the Northern 

Piedmont Community Foundation; 

 Tangible personal property; 

 Real property; 

 Closely held stock subject to Excess Business Holdings rules; 

 Partnership Interests subject to Excess Business Holdings rules; and 

 Accounts receivable (gifts of loans, notes mortgages, etc.). 

 Gifts of Life Insurance Policies 

Note: Please refer to the Gift Acceptance Policy Addendum that addresses rules about 

excess business holdings for gifts to Donor Advised Funds of business enterprises. 

 

 

In conformity with the Treasury Department regulations governing community foundations, 

gifts to NPCF may not be directly or indirectly subjected by a donor to any material 

restriction or condition that prevents NPCF from freely and effectively employing the 

transferred assets or the income derived there from, in furtherance of its exempt purposes. 

e. Gift Types 

 

Current Gifts – Gifts to NPCF take a variety of forms. Many are outright gifts by living 

donors, either on a one-time or on a periodic basis. 

 

Cash – Gifts of cash include a statement of purpose, or identify the specific fund to which the 

contribution is being made. 

 

Checks – All checks should be made payable to the Northern Piedmont Community 

Foundation and should not be made payable to an employee or volunteer for credit to the 

Northern Piedmont Community Foundation.  All checks are deposited in the ordinary course 

of business.  No employee shall be authorized to delay deposit. 

 

Publicly Traded Securities – Securities that are traded on the New York Stock Exchange, 

American Stock Exchange or NASDAQ market or other readily marketable securities may be 

accepted by the Foundation.  Securities accepted by the NPCF will be sold as soon as 

possible.  No agreements shall be made with a donor prior to a gift that such securities will be 

held for any period of time. 
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Retirement Fund Assets – Often, substantial balances remain in retirement funds after the 

death of a retiree and the retiree’s spouse, leaving heirs with a double tax hit: a high federal 

estate tax rate and both federal and state income taxes when the funds are paid out to heirs.  

Donors may choose to donate these balances to the Foundation. 

 

Trust Interest – A donor may wish to assign a portion of trust fund income to reduce the 

donor’s taxable income and/or to receive a tax deduction. 

 

Transfer of a Private Foundation – A private foundation may wish to transfer its assets to 

the Northern Piedmont Community Foundation and: 1) go out of existence; 2) retain its legal 

existence and, through a Donor-Advised Fund, advise NPCF on disbursements from the fund; 

or 3) create a supporting organization of NPCF for management and administration by NPCF. 

 

Personal Property – The Northern Piedmont Community Foundation may accept jewelry, 

artwork, collections, and other personal property. Establishing the value of the gift is the 

responsibility of the donor.  If the value exceeds $5,000, the donor must have a qualified 

appraisal performed and submitted on the appropriate IRS form.  Personal property may not 

be accepted where NPCF is obligated to maintain ownership of it in perpetuity or to retain it 

for a specific period of time.  Gifts of personal property that cannot readily be sold or that 

require unusual expenses prior to sale are discouraged.  If a lengthy selling period is 

anticipated, NPCF may refuse the gift or request the donor cover the expenses with a cash 

gift. 

 

Real Property – Real property may be accepted as a gift only if NPCF is free to do whatever 

it chooses with the property and only if there is a reasonable certainty that the property will be 

sold within (1) year. 

 

Closely held stock - Requires conformity with Excess Business Holdings addendum. 

 

Partnership Interests - Requires conformity with Excess Business Holdings addendum. 

 

Other Property – Other property such as mortgages, notes, copyrights, royalties, easements, 

whether real or personal, will be considered subject to review by the Executive Committee. 

 

Deferred Gifts – The Northern Piedmont Community Foundation’s planned giving program 

encompasses all types of gifts whose benefits do not fully accrue to NPCF until some future 

time (such as death of the donor or other income beneficiaries, or the expiration of a 

predetermined period of time), or whose benefits to NPCF are then followed by the interests 

of non-charitable beneficiaries.  All deferred gifts to the Foundation will be coordinated 

through the Chairman, President, Treasurer or Executive Director.  These offices serve as 

liaison with any outside parties to the transaction, or to a given transaction, (bank trust 

departments, probate court, and executor/administrator of the estate, estate counsel and other 

advisors).  All donors contemplating a deferred gift should consult their own financial, legal 

and tax advisors. 

 

Bequests – The Northern Piedmont Community Foundation may receive bequests from 

people who direct their wills or trusts that certain money or property be transferred to NPCF.  

Acceptance of such money or property will be subject to the applicable sections of this policy. 

 

Remainder and Lead Trusts – The Northern Piedmont Community Foundation encourages 

those interested in doing so to establish Charitable Remainder Unitrusts, Charitable 



Remainder Annuity Trusts or Charitable Remainder Lead Trusts for the benefit of NPCF.  It is 

understood that Charitable Remainder Trusts and other deferred gifts will be encouraged as 

vehicles, the primary purpose of which are to make gifts to the Northern Piedmont Community 

Foundation.  Such trusts will not be marketed as tax avoidance devises or as investment vehicles, as 

it is understood such activity may violate federal and state securities regulations. 
 

The Northern Piedmont Community Foundation will not serve as Trustee of Charitable Remainder 

or Lead Trusts.  NPCF may, if necessary, assist in the selection of an appropriate and independent 

Trustee.  Upon the death of the life income beneficiaries of the Charitable Remainder Trust and the 

transfer of the remaining principal to the Northern Piedmont Community Foundation, the minimum 

fund size policies will apply. 
 

The minimum age of beneficiaries and the size of the gift for all income gifts are subject to 

negotiation.  However, generally, the minimum age will be fifty-five (55) years at the time 

payments begin and the minimum contribution will be fifty thousand dollars ($50,000).  The 

charitable contribution should be at least ten thousand dollars ($10,000).  The maximum payment 

limitations will be dependent upon the ages of the beneficiaries and economic conditions. There will 

be no more than two generations of income beneficiaries. 
 

Generally, the annual distribution to the Northern Piedmont Community Foundation from 

Charitable Lead Trusts should be $10,000 or more during the entire trust time. 
 

Pooled Income Funds – At the present time, the NPCF has not established a pooled income fund.  

It reserves the right, however, to review or change this policy at a future date. 
 

Charitable Gift Annuities - At the present time, the NPCF does not issue Charitable Gift 

Annuities.  It reserves the right, however, to review or change this policy at a future date. 
 

Gifts of Life Insurance – A donor may make a gift of life insurance to the Northern Piedmont 

Community Foundation by irrevocably designating NPCF as the exclusive beneficiary for life 

insurance policies owned by the donor or by designation of the Northern Piedmont Community 

Foundation as a percentage beneficiary. 
 

Life Estate Agreements – A donor may contribute a personal residence or farm to the Northern 

Piedmont Community Foundation and retain life estate, or the right to occupy the property until 

death but NPCF will own the entire interest in the property.  Gifts of life estates are subject to 

NPCF policies on gifts of real property. 
 

f. Disclosures to Donors 

The Northern Piedmont Community Foundation staff should disclose to all prospective donors the 

benefits and liabilities that could reasonably be expected to influence the donor’s decision to make a 

gift to the Northern Piedmont Community Foundation, but shall indicate that in all such matters, the 

donor should rely upon his/her legal or financial advisor.  In particular, donors should be made 

aware of: 

 Irrevocability of the gift; 

 Prohibitions on donor restrictions; 

 Items subject to variability (market value, investment return and income yield); and 

 Applicable administrative and investment management fees. 

g. Investment of Gifts 

The Northern Piedmont Community Foundation reserves the right to make any or all investment 

decisions regarding gifts received.  In making a gift to NPCF, donors give up the right, title and 

interest to the assets contributed.  In particular, donors give up the right to choose investments and 

investment managers, or to veto investment choices for their gifts. 

 



 

 

Addendum 

Gift Acceptance Policy 

 

 
Under the Pension Protection Act of 2006 (PPA), the private foundation excess business 

holdings rules now apply to donor advised funds as if they were private foundations
1
.  That is, 

the holdings of a donor advised fund in a business enterprise, together with the holdings of 

persons who are disqualified persons with respect to that fund, may not exceed any of the 

following” 

 

 Twenty percent
2
 of the voting stock

3
 of an incorporated business; and 

 Twenty percent of the profits interest of a partnership or joint venture or the beneficial 

interest of a trust or similar entity. 

 Any interest in a sole proprietorship
4
 

 

Ownership of unincorporated businesses that are not substantially related to the fund’s 

purposes is also prohibited. 

 

Donor advised funds receiving gifts of interests in a business enterprise after the date of the 

PPA’s enactment (August 17, 2006) will have five years to divest holdings that are above the 

permitted amount, with the possibility of an additional five years if approved by the Secretary 

of the Treasury.  Funds that currently hold such assets will have a much longer period to 

divest under the same complicated transition relief given to private foundations in 1969
5
. 

 

What is a business enterprise? 

A “business enterprise” is the active conduct of a trade or business, including any activity, 

which is regularly carried on for the production of income from the sale of goods or the 

performance of services.  Specifically excluded from the definition are: 

 

 Holdings that take the form of bonds or other debt instruments unless they are a 

disguised form of equity; 

 Income from dividends, interest, royalties and from the sale of capital assets; 

 Income from leases unless the income would be considered as unrelated business 

income; 

 “Functionally-related” businesses and program-related investments; and 

 Businesses that derive at least 95 percent of their income from passive sources 

(dividends, interest, rent, royalties, capital gains).  This will have the effect of 
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excluding gifts of interests in most family limited partnerships, and other types of 

holding company arrangements. 

 

 

What is a disqualified person? 

Donors and persons appointed or designated by donors are “disqualified persons” if they have 

– or reasonably expect to have - advisory privileges with respect to the donor-advised fund by 

virtue of their status as donors.  Members of donors and advisors’ families are also 

disqualified, but the section does not define “family” and does not cross-reference either 

section 4958 or 4946 for the definition.  Finally, the term includes 35-percent-controlled 

entities as defined in section 4958(f)(3). 

 

What contributions will be affected? 

The new rule will mainly affect contributions of closely held businesses and in most cases 

will require the donor-advised fund to dispose of the contributed interest within five years of 

the date of gift because the disqualified persons will generally own more than 20 percent of 

the business.
6
 

 

The rule will not apply to assets held by sponsoring the charity – as long as they are not held 

by the donor-advised fund – apparently permitting a sponsoring charity to keep a contributed 

asset as part of its overall investment portfolio.  It will also not apply to gifts to funds – such 

as field-of-interest or designated funds – that are not donor-advised. 

 

Because they are not “business enterprises,” the rule will not apply to most gifts of real 

property.  The most important exception will be undeveloped land, which may become a 

business enterprise if the charity that owns it takes extensive steps to subdivide it and prepare 

it for sale.  This is a particularly dangerous situation because this could require immediate 

divestiture.  Interests in investment partnerships and LLCs – including family partnerships, 

hedge funds, REITSs, and so forth – are excluded from the definition of business enterprise as 

long as 95 percent or more of the entity’s income is from passive sources.  Examples of other 

property gifts that are excluded because they are not business enterprises are: 

 Oil and gas interests (non-working) 

 Life insurance 

 Tangible personal property (as long as it is not inventory) 

 Remainder interests in personal residences and farms 

 

What about existing holdings? 

The rules that will apply to donor-advised funds holding business interests on the date of 

enactment of the PPA are quite complex.  In Phase one, donor-advised funds that together 

with their disqualified persons hold more than a combined 50 percent interest in a business 

will be required to reduce their combined holdings to 50 percent, and, in most cases reduce 

the foundation’s share of the holdings to 25 percent.  The time period for doing so is: 

 Twenty years if the donor-advised fund and disqualified persons collectively own 95 

percent or more of the voting or profits interests of a business enterprise 

 Fifteen years if the combined total is 75 percent or more, but less than 95 percent 
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 Ten years if the combined total is more than 50 percent, but less than 75 percent 

 

Phase two is the 15-year period that begins at the end of phase one.  During this period, the 

combined holdings are limited to 50 percent, but if the disqualified persons’ share is two 

percent or more, the foundation may own no more than 25 percent of the total.  At the end of 

phase two, the combined holdings may not exceed 35 percent, and the foundation’s share may 

not be more than 25 percent if the disqualified person’s share is two percent or more.
7 

 

When did this provision take effect? 

At the start of the first full tax year following the date of enactment (August 17, 2006) – 

January 1, 2007, for calendar-year taxpayers.  Note that the transition rules for existing 

holdings was applicable only to assets held on the date of enactment. 

 

NPCF Policy with regard to assets categorized under the PPA as “excess business 

holdings” 

NPCF will identify and monitor any new gift to a donor advised fund of any interest 

qualifying as an “excess business holding” under the PPA.  NPCF will exercise its best effort 

to dispose of the contributed interest at the best possible price within five years of the date of 

the gift, as required under the PPA.  In any event, NPCF will dispose of any excess business 

holdings prior to the five year time limit, except, in the event that the Treasury Department 

grants an additional five year holding period.  NPCF will notify potential donors of such 

interests of this requirement prior to the contribution of such interest. 

 

 
1The language is clear that it is only the donor advised fund – not the sponsoring charity – that is to be treated as a private foundation.  
Accordingly, it appears that this section does not apply to assets held by the sponsoring charity’s investment pools, or assets held by funds 

that are not donor advised. 
2Thirty-five percent if it can be shown that persons who are not disqualified persons have effective control of the business. 
3Additonally, the donor advised fund will be barred from holding non-voting stock of an incorporated business unless the disqualified 

persons collectively own less than 20 percent of the voting stock.   
4 According to Treas. Reg. Section 53.4943-10(e), a sole proprietorship is a business enterprise which is actually and directly owned by the 

private foundation and not held by a corporation, trust or other business entity for the foundation.  Further, to be considered a sole 

proprietorship, the foundation must have a 100 percent equity interest.  If the foundation has less than a 100 percent equity interest, the 
business enterprise would be treated as a partnership for the purposes of the excess business holding rules. 

5Excess holdings acquired by purchase much be disposed of immediately.  If purchases by disqualified persons cause the donor advised fund 

to have excess holdings, the donor advised fund will have 90 days to dispose of the excess. 
6Under the de minimis rule, the donor-advised fund could continue to hold an interest that did not exceed two percent of the voting stock and 

two percent of the value. 
7Additional rules apply to cover situations such as mergers, redemptions, and acquisitions. 
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Attachment 2 

 

 
 

Due Diligence and Expenditure Responsibility 

 
GENERAL DUE DILIGENCE PROCESS FOR GRANT APPLICATIONS OF ALL 

FUND TYPES 

 

1.  Staff reviews all grant applications utilizing the Grant Informational Cover Sheet.  

Information reviewed includes: 

 

 Recommended grant meets donor’s intent documented in fund agreement. 

 IRS Determination Letter or other status provided 

o If donor does not have their status proof on hand, NPCF will utilize 

IRS Publication 78 

 Most recent 990 

 Most recent financial statements (audited if available) 

  Organization Mission & Goals 

 Current list of Board of Directors 

  Authorized signatures 

 Charitable status and charitable purpose 

 

2.  Once staff has reviewed the grant applications for completeness using the above 

steps, applications are forwarded to the Board of Directors for approval 

 

ADDITIONAL DUE DILIGENCE PROCESS FOR DONOR ADVISED FUNDS 

GRANT APPLICATIONS 

 

Certain types of grants are prohibited under Pension Protection Act of 2006. They include: 

 Grants to individuals, including grants made directly to an organization for the 

benefit of a specific individual. 

 Grants to donors, advisors or related parties 

 Grants for non-charitable purposes. 

 

The NPCF board and staff are required to follow the expenditure responsibility rules when 

such is required by law or policy. Grants to organizations listed in Section §170(b)(1)(A) of 

the Internal Revenue Code do not require any further investigation.  However, the following 

types of organizations require “expenditure responsibility” for grants made to them from 

donor advised funds:   

 Organizations other than those listed in Section §170(b)(1)(A)  

 Type III organizations that are not functionally integrated 
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 Any type of supporting organization if the donor advisor (or related parties) of 

a donor advised fund controls the supporting organization or an organization 

that the supporting organization supports 

 

To fulfill this requirement, NPCF keeps a written file of the IRS determination letters of all 

organizations receiving grants from the donor advised funds.  For those organizations not 

providing or having an IRS letter, NPCF staff will access the IRS Business Master File on the 

IRS website and make a notation of each such organization for our file.  These notations 

include the grantee’s name, public charity classification, date of search and origin of 

information (IRS Business Master File).  The website for the BMF is 

http://www.irs.gov/taxstats/charitablestats/article/0,,id=97186,00.html. 

 

The following steps should be followed to determine whether a grant recommendation 

from a Donor Advised Fund requires expenditure responsibility: 

 

 Verify that the organization is a public charity by checking its status in IRS 

Publication 

              78, the organization’s IRS determination letter. 

 

 Determine if the public charity is a supporting organization from one of the following 

              sources: 

 

a. The IRS Business Master File (BMF) and the potential grantee’s IRS 

                  determination letter, or 

b. IRS Publication 78 through their “Select Check” search on their website IRS.gov 

 

 If the grantee organization is a supporting organization, determine if it is a Type I, 

Type II or Type III (functionally integrated) organization in one of the following two 

ways: 

a.  Grantee organization may provide: 

i. Documentation describing the selection process of its officers and 

directors 

ii. Documentation referencing the pertinent provisions of their organizing 

documents that establishes their relationship to its supported 

organizations 

b. Collect and review copies of the grantee’s governing documents. If they are 

not sufficient to establish the relationship, collect organizing documents from 

the supported organization. 
 

Type Determination 
Type 

Number 

 

Description 

I “operated, supervised, or controlled by” the supported organization 

II “supervised or controlled in connection with” the supported 

organization.  These are the rarest types of organizations. 

III “Operated in connection with” the supported organization.  These will 

most commonly be organizations that were NOT established by the 

supported organization, but rather by private individual. 

http://www.irs.gov/taxstats/charitablestats/article/0,,id=97186,00.html
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If it is determined that the grant applicant is a Type III, collect the following to determine if a 

Type III organization is functionally integrated: 

 

 Letter from the grantee identifying the organizations it supports 

 Grantee organization’s governing documents (and those of the supported 

organizations, if necessary) 

 Letter signed by an officer, director, or trustee of each supported organization 

that the supporting organization is functionally integrated and that but for the 

involvement of the supporting organization, the supported organization 

normally would engage in those activities itself. 

 

If a Type III supporting organization is NOT functionally integrated, expenditure 

responsibility is required for grants from donor advised funds. 

 

Expenditure responsibility is also required for grants to any type of supporting organization if 

the donor advisor (or related parties) of a donor advised fund controls the supporting 

organization or an organization that the supporting organization supports. 

 

Expenditure responsibility requires: 

 Conducting a pre-grant inquiry including a reasonable investigation of the grantee to 

ensure that the proposed activity is charitable and that the grantee is able to perform 

the proposed activity. 

 Executing a written agreement with the grantee that specifies the charitable purposes 

of the grant and includes provisions that prohibit use of the funds for lobbying 

activities and require the grantee to return any funds not used for the designated 

purposes. 

 Requiring the grantee to maintain the grant funds in a separate fund so that charitable 

funds are 

segregated from non-charitable funds. 

 Requiring the grantee to provide regular reports on the use of the funds and the 

charitable activity 

supported by the grant. 

 Including a report on Form 990 about the grant including a brief description of the 

grant, the amount, the charitable purpose and the current status of the grant 
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Attachment 3 

 
PO Box 5  Culpeper, VA  22701 

 (540) 349-0631  assistant@npcf.org 

 

Donor Suggestion Form 

 

Date:  ____________       Fund ID:  _______________ 

 

I suggest distribution(s) from _______________________________________________to the 

following organization(s) in the amount(s) listed: 

 

Organization’s official name 

   
Have you recommended a grant to this organization before?

 
 

 Yes      No  (If “Yes,” then skip to #4.) 

   Attn:  

2.  Organization’s mailing address 

 

3.  City     State        Zip 

  

Phone (if available) 

 

4.  Amount of grant 

$  

5.  Special instructions or purpose (e.g., for operating expenses) 

    

  

Organization’s official name 

   

Have you recommended a grant to this organization before? 
  Yes       No  (If “Yes,” then skip to #4.) 

                                             Attn: 

2.  Organization’s mailing address 

 

3.  City     State        Zip 

  

Phone (if available) 

 

4.  Amount of grant 

$  

5.  Special instructions or purpose (e.g., for operating expenses) 

    

Providing complete organizational information will speed your requests. 

 Note that I/we choose to remain anonymous to the grant recipient(s). 

*******  Northern Piedmont Community Foundation Processing ******** 
 
       

 

I will personally present the check(s).  Please mail them to me at the following address:          

   Northern Piedmont Community Foundation, PO Box 5, Culpeper, VA 22701 

I certify that the above suggestion(s) does not represent the payment of any irrevocable or legally binding pledge or other 

financial obligation, nor does the undersigned or any family member expect any personal benefit from this charitable 

distribution.  I also acknowledge the above suggestion(s) must receive approval of the Board of Directors of the Community 

Foundation. 

 

 _____  __ ___        

 Signature      Phone Number 


