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Merrill Lynch/Community Foundation

National Philanthropic Initiative:

Merrill Lynch Community Charitable FundSM Program
Since the early 1990s, Merrill Lynch has offered industry-leading philanthropic education, planning and financial support services to its private clients nationally. Through the Merrill Lynch Center for Philanthropy & Nonprofit ManagementSM, Merrill Lynch Trust Company, FSB, has become a leader in charitable trust services for individuals, family foundation/supporting organization services, and endowment, financial management and planned-giving services for public charities. 

In 1996, Merrill Lynch began encouraging its clients to look to community foundations locally for donor-advised fund services, and created its Community Foundation Alliance to facilitate and support donor-advised funds for its individual clients as part of their overall financial, estate and charitable planning. In 2001, the staff at the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM made a commitment to enhance its support of clients’ donor-advised funds, and to explore ways in which it could connect private clients in a meaningful way to the infrastructure and expertise in local philanthropic concerns that had been built in the community foundation field over the years.

In March 2002, the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM invited representatives of 25 community foundations, representatives of the Council on Foundations, and other allied professionals to join with it in Fort Lauderdale, FL, to explore the ways in which community foundations nationally could participate in a Merrill Lynch private client donor advised fund offering, and launched an initiative that we now call the Merrill Lynch/Community Foundation National Philanthropic Initiative.

Over the course of the last year, the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM staff as well as many of their colleagues from allied business units within the firm, and almost 100 community foundation volunteers have worked collaboratively to create the Merrill Lynch Community Charitable FundSM.  This unique donor-advised fund program will be made available to Merrill Lynch private clients across America through their Merrill Lynch Financial Advisors.  The Council on Foundations and the Community Foundation Leadership Team have fully supported this initiative with the commitment of some $450,000 in funding and in-kind expertise.  The development of this Merrill Lynch offering has truly been a group effort. It has united the community foundation field with the leadership of Merrill Lynch’s philanthropic services group in innovative and very productive ways to continue the growth and increased effectiveness of philanthropy among individuals and families in every local community in the United States.  

A MLCCF CD is being prepared which will soon be distributed to all Council on Foundation members.  The information contained on this CD, or distributed with this introduction, is designed to familiarize community foundations and other interested organizations and individuals with the Merrill Lynch Community Charitable FundSM program (“MLCCF”). You will find descriptions of the program and its internal policies and procedures, legal documents that create and maintain the program, the donor advised fund agreement, and other materials designed to help community foundations evaluate the program and begin the process of becoming part of this exciting service. 

Overview of The Merrill Lynch Community Charitable FundSM program:

The MLCCF program will allow Merrill Lynch clients to create and fund donor advised funds at participating community foundations, and to engage the staff of those community foundations in the administration, management and distribution of fund assets to charitable programs across the nation. Through this program, Merrill Lynch clients who choose to create a donor advised fund as part of their overall financial and estate planning regime will benefit from a uniform donor advised fund agreement, uniform national policies, procedures and standards in the creation and operation of their funds, the incomparable knowledge and expertise of community foundation staffs nationwide, and the ongoing support and advice of their Merrill Lynch Financial Advisors.

The core components of the program are:

· Standard forms, policies and procedures that have been developed collaboratively by the community foundations that have participated in the creation of this program along with the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM staff, and which have been reviewed for legal and regulatory compliance by nationally recognized legal counsel on behalf of Merrill Lynch, the Council on Foundations, and individual community foundations. 

· A web-enabled “portal” and “central service bureau” developed and operated by NPO Solutions, Inc., to facilitate education of Merrill Lynch clients and Financial Advisors about donor advised funds and the program, and to support the creation, funding, and on-going administration of funds created in the program among Merrill Lynch clients, their Financial Advisors, and the staff of participating community foundations and the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM.

· An investment partnership of community foundations to hold, manage and administer program assets in a pooled environment of individually managed portfolios, utilizing the asset management services of an array of top investment management firms and professionals in 5 separate asset pools constructed to allow participating community foundations to manage donor advised fund assets consistently with their own investment policies and the individual requirements of funds created in the program. Investment advisory services, performance measurement and manager selection services will be provided by Merrill Lynch or its affiliate. Investment decision-making will be made by an Investment Committee chosen and overseen by participating community foundations as an integral part of the program.

· A national supporting organization to community foundations that will perform educational and other supportive services to community foundations generally, and specifically to community foundations that choose to participate in the Merrill Lynch Community Charitable Fund program.

· A national, ongoing public relations, marketing and training initiative that will familiarize individual Merrill Lynch clients, as well as the public, about the program, its services and the benefits of donor-advised philanthropy at community foundations.

The following information summaries will give you a good overview of these components and the platform, policies and procedures, and the internal business and investment management structures that will be part of the service. Please take time to review this material, and the information which you will soon receive on the MLCCF CD, carefully and discuss it with your colleagues. If you are interested in learning more, or engaging the process of enrollment, contact the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM and the National Agent, to move toward joining us in this exciting program. 

Merrill Lynch/Community Foundation

National Philanthropic Initiative:

Merrill Lynch Community Charitable FundSM
Information Summaries

The Merrill Lynch Community Charitable FundSM program is a service to Merrill Lynch clients, through their Financial Advisors. The program is designed to educate and motivate ML clients to understand the nature and place of donor advised funds in their philanthropic, financial and estate planning, and to have access to a uniform structure for creating, managing and using donor advised funds to accomplish their philanthropic objectives when such a tool is appropriate for their purposes.  The underlying legal structure and documents used in this program have been thoroughly reviewed by in-house counsel for Merrill Lynch, the Council on Foundation’s in-house counsels – John Edie, Janne Gallagher and Andrew Schulz—and independent outside counsel for the Council on Foundations (Caplin & Drysdale) and Merrill Lynch (Thompson and Knight, LP).

The following information summaries are intended to provide a general overview of various aspects of the MLCCF program.  More detailed information will soon be provided on a MLCCF CD.

Enrollment Process: The MLCCF CD will include all the forms necessary to enroll in the Merrill Lynch Community Charitable Funds program. Once you’ve reviewed this material and find that you are interested in discussing the possibility of participation further or beginning the process of preparing to participate in the program, please contact Dominick Clemente (Dominick_Clemente@ml.com) at The Merrill Lynch Center for Philanthropy & Nonprofit Management, copying Collis Townsend (COT@NPIAgent.com) (the National Agent for the community foundation investment partnership and the supporting organization formed as part of this program). You will be contacted as soon as possible with answers to your questions and assistance in taking the steps necessary to evaluate your participation in the program, and if you decide to participate, the process of enrolling in the program. 
The actual process of enrolling in the program will take 6 – 8 weeks to complete in most cases.  It begins with the submission of information, forms and necessary fees, all explained later in this material.  Once a decision has been made to participate, the form of participation has been determined, and all necessary documents and payments have been completed, the formal enrollment process will take place. This will involve working with the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM, the Community Foundation Investment Partnership, the Community Foundations Service Corporation (supporting organization), and NPO Solutions, Inc. The process will be coordinated by the National Agent and the staff of the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM, working with designated individuals at your community foundation.

During that process, the National Agent will begin training foundation staff on the operations, policies, procedures and functionalities of the program. NPO Solutions will begin loading information into the program portal to enable gifts to the foundation. Merrill Lynch staff will establish the necessary financial components for your foundation’s participation in the program and educate your staff regarding the investment management, reporting and other financial aspects of participation.  Once these steps have all been successfully completed, your foundation will be announced as a participant in the program to Merrill Lynch Financial Advisors and clients, who will be able to create donor advised funds with your organization through this program.

Site Priorities: The initial launch of the MLCCF program will be April 1, 2003.   We will work between now and then to enroll as many community foundations as possible in the program, and make the MLCCF program available to Merrill Lynch clients at participating community foundations at that time.  

Given the amount of work needed to enroll each participating foundation, it is possible that not all interested foundations will be ready for on-line participation on April 1, 2003. In order to make this a truly national offering to Merrill Lynch clients and Financial Advisors, we have identified at least one foundation in each of the thirteen Merrill Lynch sales districts to be operational at the launch of the program.  Those foundations will be processed first, followed by other community foundations that have satisfied all the requirements for participation. It is expected that this will be an ongoing process, culminating in the monthly addition of new sites over the course of this program.

Governance: The MLCCF program will involve the Merrill Lynch Center for Philanthropy and Nonprofit Management, Merrill Lynch Trust Company, FSB, and two entities comprised of and representing community foundations participating in the program: the Community Foundations Investment Partnership which  will hold and manage assets generated through the program, and the activities of which are limited to investment related activity (CFIP, a General Partnership); and  the Community Foundations Service Corporation (CFSC, a supporting organization), a qualified supporting organization that will be involved in  all non-investment related activities involving the community foundations that participate in the program.  These two community foundation entities have already been established, with Jack Hopkins serving as President of the CFSC and Community Foundation for Greater Atlanta serving as the Administrative Partner of the CFIP.  

Legal Agreements: This program is massive and all of the supporting legal agreements are inter-related. The agreements include the General Partnership Agreement, Supporting Organization Bylaws, Class A Member Guidelines, Class B Member Guidelines, Class A and Class B joint agreement, Uniform Donor Advised Fund Agreement, Merrill Lynch Agency Agreement, and an agreement among Merrill Lynch, the CFIP and NPO Solutions, Inc., for the provision of portal services as well as central service bureau services for recording keeping, reporting and other internal functions of the program.  The supporting information also includes a legal overview prepared by Caplin & Drysdale at the request of the Council on Foundations addressing key legal and regulatory issues raised in the creation and operation of the MLCCF program.  

This structure was designed to provide a degree of insulation for the general assets of participating community foundations from liability arising out of participation in and the operation of this program. For those that are interested, sample Single-Member LLC information will be provided as a possible additional level of liability and risk management for participating community foundations.
As noted above, all of the documents have been thoroughly vetted by both inside and outside counsel, and every effort has been made to ensure that the policies established will fit with the vast majority of participating community foundation policies.  It is important to understand that in those cases where the MLCCF policies may conflict with a foundation’s existing policies, the MLCCF’s policies will need to apply (but only to MLCCF funds).  This is required to provide a uniform product on a national basis.  

Interested community foundations should have these documents reviewed by their own counsel to determine overall acceptability, and whether compliance with the MLCCF’s policies are in agreement with the foundation’s exempt purposes and tax-exempt status. The individual documents are not open for revision.  

Marketing: Merrill Lynch will have the primary responsibility for educating and training its Financial Advisors on the MLCCF program.  Merrill Lynch’s U.S. Private Client Marketing Group, together with its external media and public relations providers, will implement a marketing, media and public relations campaign that will introduce the MLCCF program nationally as well as in 20 targeted local markets throughout the country. Merrill Lynch will also provide a “PR in-a-box” tool kit for foundations to use in markets not covered initially in the national strategy. Participating community foundations will play a role in the internal marketing process to Financial Advisors within their service territories and by providing strategic advice on local media contacts.  

Donor Advised Fund creation and management: Once the MLCCF program is launched, ML clients together with their Financial Advisors will have access to a web-enabled facility (the NPPortal) containing general information about philanthropy and donor advised funds, as well as specific information about the MLCCF program. Clients with their Financial Advisors will have the option of completing web supported forms that gather and record all the information necessary to establish a donor advised fund at a participating community foundation chosen by the donor/client, print and execute the standardized Donor Advised Fund Agreement adopted for use in this program, and after depositing that executed document in the US Mail, to fund the new Donor Advised Fund from assets in existing individual accounts at Merrill Lynch. (Assets held at institutions other than Merrill Lynch may be transferred by the Financial Advisor into a Merrill Lynch CMA account and then moved into a donor advised fund created in this program.) 

Once a Merrill Lynch client/donor establishes and funds a new donor advised fund through the system, the participating community foundation will be notified of the creation of the new fund, and will be able to access the fund, all related information, and all financial records about the fund through the central service bureau functions of the portal. Donors will be able to make distribution recommendations either by phone to their community foundation, or through communication on the NPPortal. Once a recommendation is made, the appropriate due diligence functions (see below) for the proposed recommendation will be conducted by the community foundation staff, and upon approval, the community foundation staff will trigger the approved distribution, again using the portal and central service functions of the program.

Donor advised funds created under this program must be at least $25,000 in initial funding, and additional contributions in increments of $1,000 may be made to existing funds at any time. Funds will be assessed an annual fee of 2.1% (210 bps) which will be allocated to Merrill Lynch and participating community foundations to cover all cost of administration, asset management, and other services provided through this program. No additional fees will be assessed or charged by any participant to any donor or fund under this program.  (See below for a further description of how this fee is allocated). 

Due Diligence: All participating community foundations will verify that proposed grantees are public charities (or private operating foundations) exempt from tax under section 501(c)(3) of the Internal Revenue Code or are governmental entities and that no personal benefit (private inurement) has or will accrue to the donor from the grant.  Participating community foundations may gather additional information about proposed grantees in appropriate circumstances in accordance with the foundation’s due diligence policies.  Participating community foundations will use IRS Publication 78 (printed or electronic) or GuideStar to verify the status of listed organizations. Private inurement will be monitored through self-affirmation and periodic reviews.  Other due diligence procedures may include those recommended by the Council on Foundations.

Training: Two types of training will be made available by the National Agent and the Merrill Lynch Center for Philanthropy and Nonprofit ManagementSM staff to participating community foundations in the program.  The first is general information about how the program works which will be provided as part of the recruitment and enrollment process.  This training will include a power point presentation for Boards, weekly Question and Answer teleconferences and periodic Webex presentations.  

In addition, one-on-one training for participating community foundation staff will be provided covering administrative functions and requirements. Program policies and procedures need to be strictly maintained to ensure that a uniform product is provided to all Merrill Lynch private clients, and the National Agent will work closely with all participants to make sure that those policies and procedures are understood and adhered to at all times.

The smooth operation of the NPI will require substantial training.  To the extent possible, community foundation volunteers will supplement the process though a “train the trainer” program.

Investments: Merrill Lynch has made its best money management tools available to organizations and individuals involved with the MLCCF program. Merrill Lynch will create and maintain five pooled investment funds, as well as a cash facility, to facilitate the management of assets generated through the MLCCF program. Clients can recommend any one of five investment/asset allocation options plus a money account, based on their risk tolerance and time horizon for making distributions. Each of the options has different asset allocations and corresponding “best of the breed” managers, as set forth in the Investment Policy Statement established for the program. The five options are: 

Aggressive Growth –
Seeks long-term capital appreciation as a primary source of return. Current income is not a consideration.

Moderate Growth – 
Seeks long-term capital appreciation as a primary source of return. Current income is a supplemental source of gains.

Income & Growth –
This is a balanced approach that seeks long-term total returns that emphasize capital appreciation and a growing stream of current income.

Capital Preservation –
This is a risk-averse balanced approach that emphasizes a stable and substantial source of current income and some capital appreciation over the longer-term.

Income -   
The Fund is expected to generate ongoing returns over the short-term, principally from a stable and substantial source of current income.

Clients can recommend how they would like their funds invested at the time the account is opened, and may recommend changes to the investment allocation on a quarterly basis.

There will also be a Merrill Lynch Endowment Management Account (EMA) maintained for each participating community foundation that will be used to receive contributions, make grant distributions and hold short-term assets while pending transfer into the investment accounts.  Donors will annually recommend a set aside of a percentage or amount of  MLCCF assets in this account to be distributed during the remainder of the calendar year.  This is to encourage clients to organize their giving, as well as to dampen the effects of substantial or irregular liquidations and distributions on the investment management of program funds in the hands of individual money managers. 

These “set-aside” or cash MLCCF assets will be invested in a moneyaccount, and any securities deposited into a program EMA account will automatically be liquidated upon receipt.  Clients can make recommendations for distribution which exceed the amount of funds set aside, however the excess distribution amount will not be processed until additional funds can be liquidated and transferred into the EMA account at the end of  each month.  

Service Territories: The MLCCF program is an open-architectured system.  Any donor can direct at the time their fund is created that their MLCCF be administered by any participating community foundation (PCF).  The service received by any Merrill Lynch client in this program should be the same, regardless of the identity of the underlying community foundation. This level of service will be maintained through the adherence to uniform program policies and procedures nation-wide.  In some cases, the Merrill Lynch client will not have a preference for a community foundation in the program to receive his/her gift and to administer the donor advised fund created in the program.  In these cases, each Merrill Lynch branch office will have a default community foundation assigned to it to receive and administer the donor advised funds in this program. 

The assignment of these “default” community foundations will be made by Merrill Lynch in consultation with participating community foundations, based on geographic proximity of PCFs to the branch office as well as other Merrill Lynch business criteria.  

Financial Projections: This will be a market driven product.  Merrill Lynch firmly believes that its clients’ philanthropy is best stimulated and managed locally and therefore that the more community foundations that join the program, the more successful this program will ultimately become for Merrill Lynch clients, participating community foundations, and our communities at large.  

The projections that have been prepared in the development of this program assume an average donor advised fund level of funding at  $125,000 with a 20% annual spending rate.  Based on the popularity of other commercial funds and the competitive advantages of this product, it has been projected that over five years some 13,000 – 15,000 funds may be established, yielding some $1.3 to $1.6 billion in new assets to the participating community foundation and grantees of donor advised funds in the MLCCF program. 

Upfront Fee Structure: There are two upfront fees associated with entering the MLCCF program.  The first is a one-time $5,000 fee to support the supporting organization’s and general partnership’s administrative needs, most notably in employing a National Agent. There will also be upfront technology expenses which will depend on which technology/service option is selected below.  These fees can range from $2,000 to $25,000 and are payable at the time of enrollment. 

Ongoing Fee Structure: Each donor advised fund will be assessed a 210 basis point (2.1%) total annual fee automatically deducted on a pro-rata monthly basis (17.5 bps).  This fee will be split between the participating community foundations and Merrill Lynch, 110 bps and 100 bps, respectively.  The PCF fee will be used to pay the asset and fund based fees charged by NPO Solutions (ranging from 33 bps to 48 bps, depending on the technology option selected (see below)) and CFIP and CFSC support expense (initially 25 bps) with the remainder being available for the PCF.  The Merrill Lynch portion will be used to cover all investment related expenses: both for management and consulting services, as well as for general overhead and the monthly maintenance fee to NPO Solutions.  Many of these internal fees charged to community foundations are on an aggregated sliding scale, which should result in increased net revenues to individual community foundations as the program matures. 

There are no guarantees that any specific amount of funding will accrue to any particular community foundation through this program at any time. Community foundations should assess the financial viability and desirability of this program using the program  projections as well as any individually generated assumptions they choose.

Technology Options: There are three basic technology options available to participating community foundations.  These options are explained in much greater detail in the NPO/ML/CFIP Application Development and Services Agreement (which will be included in the MLCCF CD).  Briefly, they are:

a) Central Service Bureau: This is a new record-keeping and administrative service being provided by NPO Solutions.  Daily information will be posted to Donor Central (Advisor Express) for donor and community foundation easy access. 

b)
CSB -  Synchronized: Has the same centralized functionality of the CSB clients above, but adds the feature of having data formatted to readily download into FIMS or FoundationPower systems.  (Not available for non-NPO clients)

c) Stand Alone Foundations: Will maintain their own record keeping and administrative functions and post daily information to Donor Central.  There are significant reporting requirements associated with this option, which will only be offered on a limited basis.

Technology Costs: Participating community foundations will encounter two types of technology costs: upfront (which must be paid at the time of enrollment and are not included in the overall 210 bps fee structure) and ongoing (which are included in the overall 210 bps fee structure).  

Upfront Fees: The upfront fees are based on the type of software used by the community foundation (FIMS, Foundation Power or other), and the level of connectivity desired (CSB, Synchronized or Stand Alone).  Each community foundation (both Class A and Class B) will pay a one-time fee of $1,000 to establish and utilize the co-branded web portal for the program.  Additional fees ranging from an additional $1,000 for simple connectivity to $25,000 for the most complex processing of program information will be assessed. These fees will be determined by NPO Solutions, in consultation with and within guidelines established by Merrill Lynch and the CFIP as part of the development of this program. Further information on these fees and technology options can be obtained from the National Agent and will also be included in the NPO/ML/CFIP Application Development and Services Agreement (see MLCCF CD).

Ongoing Fees: Ongoing technology/central service fees (included in the 210 bps administrative fee) are based on total program assets and number of program funds, both of which will be charged on a sliding fee scale based on the aggregate holdings of the CFIP.  The per fund fee scale starts at $3.50 per fund and declines to $1.50 per fund for more than 20,000 donor advised funds in the MLCCF program.  The overall fee schedule starts at 40 bps and declines to 22 bps when the MLCCF program reaches $3 billion in assets held.  The specific fee schedule for each of the three technology options described above will begin at the following rates and then decline as the overall fee scale declines:


a) CSB clients – will start at 40 basis points

b) CSB - Synchronized clients - will start at 45 basis points 

c) Stand Alone Foundations – will start at 30 basis points

The ongoing technology/service fees have been staggered based on the levels of work expected on behalf of participating foundations.  The impact and appropriateness of technology/service fees under the program will be monitored very closely by the CFIP Management Committee at all times, and any necessary internal adjustment to the allocation of fees among participating community foundations will be proposed as the determination to do so is made.
National Agent: Collis Townsend & Associates has been engaged as National Agent for the CFIP and CFSC.  Although organized as a new enterprise, Collis Townsend has 20 years management experience in both community foundation and financial services industries.  Debbie Sellers has been hired as the CT&A Office Manager and they are in the process of creating a NPI supporting website (www.NPIAgent.com).  

The Community Foundations Services Corporation and Community Foundations Investment Partnership are staffed and ready to become operational.  Funding for the National Agent position is made possible through a $5,000 entry fee paid by participating community foundations and an ongoing 25 basis point allocation of the community foundation 110 bp fee charged to all funds in the program (see above).
Co-Branded Outputs: There are four common, co-branded outputs that will be generated within the MLCCF program: Donor Fund Statements, Gift Acknowledgements, New Donor Welcome Letters, and Grant Checks.  Each will have the MLCCF logo and participating community foundation logo.  In most cases, the statements and grant checks will be centrally printed by NPO and forwarded to the PCF for distribution.  The gift acknowledgements will be e-mailed to the PCF for printing and distribution.  This allows individual community foundations to personalize the mailings if it chooses to do so. The NPPortal will also be co-branded with Merrill Lynch and participating community foundations. 

NPO Start-up Capacity Issues: In the first year of the program it is unclear how many community foundations will want to participate and how many donor advised funds will actually be created.  This directly impacts NPO Solutions’ ability to appropriately staff the CSB and provide data transmission services.  Therefore, it has been agreed that at the onset of the program certain features may need to be manual or semi-automated functions, especially the synchronization function.  

All systems will be made fully operational as time and demand allow. It is very important that the initial participants in this program understand NPO’s limited capacity and support their ongoing evolution.

State Solicitation Laws: Internal and outside counsel for all parties in the development of this program have opined that the Community Foundation Services Corporation, the Community Foundations Investment Partnership, Merrill Lynch and Merrill Lynch Financial Advisors  are not required to register under state laws governing the solicitation of charitable gifts as a result of creating and operating the MLCCF program.  Participating community foundations should review their charitable solicitation registrations and make appropriate adjustments as they acquire donors in additional states.  

Each community foundation that is serving a broader service territory will be provided with a Uniform State Application necessary to apply in multiple jurisdictions. General assistance will be made available by the National Agent.  

Stand Alone Foundations: In order for NPO Solutions to provide its monthly reconciliation and FA Compensation reports to Merrill Lynch, Stand Alone Foundations must meet stringent performance schedules. These expectations are set forth in Exhibit D and Exhibit L of the NPO Agreement. 

This option will only be made available to larger community foundations with significant operating capacity necessary to ensure that all reporting information is provided in a timely basis.  Failure to do so will have a disruptive impact on the entire program.  Repeated failures will result in disqualification as a Stand Alone Foundation.
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