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CHARITABLE DONATION ACCOUNTS 
In December 2013, NCUA issued a final rule authorizing the establishment of “Charitable Donation Accounts”, a unique and philanthropic account/investment tool for federal credit unions.  The final rule, now part of NCUA Rule 721, creates the account structure, policy requirements, and other conditions applicable to the creation and operation of a Charitable Donation Account.  In order to maintain consistency among the powers of a federal credit union and an Illinois state-chartered credit union, the Illinois Credit Union League pursued and passed Charitable Donation Account legislation in Illinois as part of a larger set of amendments to the Illinois Credit Union Act under House Bill 5342.
A Charitable Donation Account is an account owned by the credit union and utilized, in part, to maintain funds the credit union will donate to any recognized Internal Revenue Code §501(c)(3) charity.  The investments and purchases funding a Charitable Donation Account are not bound by the investment prohibitions otherwise applicable to credit unions, so long as the following conditions are met:
1. The Charitable Donation Account must be held in a segregated custodial account or special purpose entity (at the credit union, another depository institution or a qualified third party), and accompanied by a Board adopted policy (sample policy attached);
2. The investments in all Charitable Donation Accounts must not exceed 5% of the Illinois state-chartered credit union’s net worth at their time of purchase (for federally chartered credit unions, the 5% cap applies to the book value of the investments at any time);
3. At least 51% of the yield earned on the Charitable Donation Account must be donated to a 501(c)(3) entity no less than every 5 years and at the time the Account is terminated; 
4. Upon termination of the Charitable Donation Account, the credit union distributes the remaining balance of the assets to a 501(c)(3) charity or retains the assets in a manner consistent with the investment rules applicable to all other credit union assets; and
5. If the credit union chooses to establish the Charitable Trust Account through a trust vehicle, the trustee must be regulated by the OCC, the SEC, or another federal or state regulatory agency, and the relationship of the parties must be embodied in a written agreement.

Given the current rate environment, the hybrid structure and additional investment opportunities of Charitable Donation Accounts could be very beneficial to credit unions and the charities they support.  If a credit union is interested in establishing a Charitable Donation Account, it should utilize this summary in conjunction with counsel from its retained professionals and the League to ensure compliance with applicable state or federal law.


BOARD OF DIRECTORS
CHARITABLE DONATION ACCOUNT POLICY
The following language can be used to develop your credit union’s policy regarding the creation, funding, and dissolution of a charitable donation account.  Applicable changes for federally chartered credit unions are noted in brackets.
	RESOLUTION

_______________ CREDIT UNION


WHEREAS, the Illinois Credit Union Act [NCUA Rules and Regulations Part 721] authorizes a credit union, by Board adopted policy, to create one or more Charitable Donation Accounts.  This account is a hybrid investment tool intended to provide greater yield potential, by not restricting the investments used to fund the account to investments enumerated in applicable law and regulation.

WHEREAS, the utilization of a Charitable Donation Account is intended to assist a credit union in its charitable giving efforts.

WHEREAS, this Credit Union desires to establish Charitable Donation Accounts from time to time.

RESOLVED, that the following policy is approved.


I. CHARITABLE DONATION ACCOUNT POLICY

To allow management of the credit union to establish, fund, and maintain a Charitable Donation Account, or multiple Charitable Donation Accounts, the board of directors adopts the following policy.  This policy complies with the requirements of the Illinois Credit Union Act [NCUA Rules and Regulations Part 721].

1.	Account Creation.  The Charitable Donation Account, or accounts, will be in the name of the credit union, identified as a Charitable Donation Account, and held in a segregated account.  At the option of management, the account may be established through a trust vehicle.  If such an option is selected, a formal agreement outlining the duties and responsibilities of both parties shall be executed and the trustee shall be regulated by the OCC, SEC, or another federal or state regulatory agency.  Any such agreement shall identify the eligible recipients of distributions from the account.

2.	Maximum Aggregate Funding.  The aggregate book value of all investments in the Charitable Donation Account, or accounts, shall not exceed five percent (5%) of the credit union’s net worth at their time of purchase [for federal credit unions, the aggregate cap is 5% of net worth using the book value of the investments at all times for the duration of the account or accounts].

3.    Investment Strategies.  This portion of the policy should be created based upon the specific investment strategies of the credit union.  Investments to fund Charitable Donation Accounts are not bound by Sec. 59 of the Illinois Credit Union Act or Part 703 of the NCUA Regulations, but should be generically described to illustrate safe and sound investment practices.

4.	Distributions.  At intervals determined by management from time to time, but no less than every five (5) years and upon termination of the Charitable Donation Account or accounts, the credit union shall disburse to an eligible charity a minimum of fifty-one percent (51%) of the account’s or accounts’ total return on assets for a period of no more than five (5) years.

5.	Eligible Recipients.  Those entities receiving contributions, donations and other distributions from the credit union’s Charitable Donation Account or accounts shall, in every case, be a charitable organization or not-for-profit entity recognized as tax exempt under Section 501(c)(3) of the Internal Revenue Code.  The list of eligible recipients is set forth in the exhibit attached hereto and incorporated herein by this reference, which may be amended from time to time.

6.    Charitable Donation Account Termination.  Upon termination or liquidation of a Charitable Donation Account, the credit union shall elect one or a combination of the following options:

Distribute the account balance to an eligible charity;

Receive the distribution of the account balance in cash; and/or

Receive the remaining account balance in kind, so long as the account balance is held in permissible investments under applicable state or federal law or regulation.


II. EFFECTIVE DATE

The Charitable Donation Account Policy will become effective immediately upon adoption by the Board.
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