
Why You Might  Want
to  Create  a  
Donor-Advised Fund
A DAF can be a great way to give, with 

potentially great tax breaks.
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Then you may want to open a donor-advised fund.

It is easy to see why. They o�er potential tax perks, and in some instances, a chance to grow

money set aside for charitable gifting.¹˒²

It is all too easy to think of charitable gifting in either very small or very large terms: that

“Norman Rockwell” moment when someone puts a few dollars into a metal box during the

holiday season, and that big moment when a billionaire CEO donates millions to a college or

hospital through a private foundation. Donor-advised funds represent a middle ground, a

way for you to make signi�cant gifts without having to deal with a private foundation’s

paperwork and time commitment.

Financial institutions manage some of these accounts; others are overseen by community

organizations. DAFs can be started with relatively small sums: a minimum of $5,000 is not

unusual. Please note that contributions to DAFs are irrevocable.¹

Do you regularly donate to charities and other non-profit
organizations?

Donor-advised funds are becoming popular.

These funds offer you a tax break and a degree of flexibility.
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You can claim an immediate charitable tax deduction for the amount you direct into a donor-

advised fund, and you advise the fund where the money should go. It can go to multiple

charities, not just one.¹˒³

You decide when you want donations to be made; you can go years without making any if

you wish. (In contrast, private family foundations must distribute 5% or more of their net

investment assets each year, by law.) You may make ongoing contributions to your DAF, and

you can often choose to have the assets invested and professionally managed once the

account balance hits a certain (high) level.¹˒²

Besides the upfront charitable deduction, there are two other opportunities for tax savings

here. When you transfer highly appreciated securities into a DAF, you avoid the capital gains

tax you would pay if you simply sold them (and that could mean saving thousands of dollars).

In addition, those securities can bene�t from tax-free growth once they are in the DAF.³

If you are wealthy enough to initially fund a DAF with a big lump sum, it may be better to

itemize and take a large charitable deduction in the year of its creation rather than simply

take the standard deduction. Additionally, thanks to the fund’s �exibility, you do not need to

plan how that lump sum should be distributed to charities in that �rst year. Perhaps $0

comes out of the DAF in the �rst year, with charitable distributions beginning in successive

years.¹˒³

Donor-advised funds also allow you to easily track your charitable gifting. Use one of these

�nancial vehicles, and the assets you earmark for charity can be distributed from a single

source.¹

Whether you routinely or occasionally donate to non-pro�t organizations, a donor-advised

fund is worth considering. It may give you a great way to do good.

 

A donor-advised fund may even provide a triple tax break.
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