
September 2021 

 Should You Be Utilizing Donor-Advised Funds in 2021?  PAGE 1 
                                               

 

 

 

Should You Be Utilizing Donor-Advised Funds in 2021? 
These Four Tax Benefits May Help Make Up Your Mind 
Lorraine R. Salvo, CFP®, CDFA® 
 
Donor-advised funds, or “DAFs”, allow individuals and families to make tax-advantaged contributions to charitable organizations. 
When a DAF is established, a donor contributes assets to the fund (receiving an immediate tax-deduction) with the sole purpose of 
those assets later being donated to charitable organizations. Prior to their ultimate transfer from the DAF to a charity at the direction 
of the donor, assets in a DAF may continue to be invested, potentially magnifying the donor’s gifts.  DAFs must be operated by 
501(c)(3) organizations, or what the IRS deems to be “sponsoring organizations”. 1 
 
One of the most notable differences between a DAF and other investment vehicles is money contributed to a DAF may not be 
subsequently withdrawn; i.e., once a contribution is made, it is not returnable to the donor. This requirement, and others, set up 
DAFs to provide significant tax advantages. 
 
Whether seeking to off-load appreciated assets out of your estate or simply supporting a favorite charity, a DAF might be right for 
you.  Below we break down the details of donor-advised funds and their potential tax advantages. 
 
 

Donor-Advised Fund Considerations 
 
Below are several tax advantages to evaluate when considering whether to establish and utilize a donor-advised fund: 
 
Tax Advantage #1: Multiple Asset Types Are Accepted 

 
Though cash donations provide the largest tax deduction, DAFs allow individuals to donate multiple types of assets – even those 
that are difficult to liquidate.  Acceptable asset types could include: 

• Publicly traded stocks or mutual fund shares 
• Private equity and hedge fund interests 
• Cryptocurrency 
• Real estate2 

By no means is this an exhaustive list, but it does, however, demonstrate the ability for donors to diversify their donations and 
potentially increase their charitable giving tax deductions. 

 
Tax Advantage #2: Investments Grow Tax-Free 

 
Assets that are donated to a donor-advised fund can grow tax-free. In addition, donors are not required to immediately contribute 
DAF assets to charity, or even to donate them during the year in which the contribution to the DAF is made. Instead, DAF assets 
may remain invested in the DAF and continue to grow over time (in some cases with the donor having influence over the choice of 
investment manager for the DAF account).  Ultimately, DAFs may result in larger sums being donated to charity over time, while still 
providing the donor the benefit of a deduction to their taxable income for the year in which the contribution to the DAF was made. 

  
Tax Advantage #3: Offsets Capital Gains Tax 

 
When an investor sells a stock that has embedded gains, they may be subject to capital gains taxes.  Depending on the amount of 
realized capital gains, this could account for a significant portion of the stock’s total value.  If considering a way to offset potential 
capital gains tax, DAFs allow for stocks to be donated at their full value, meaning that both the charity and the donor benefit.  As the 
charity receives a larger donation, the donor receives a larger tax break. 
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Tax Advantage #4: Simplifies Reporting 
 
Normally, if one were to donate to individual charities, they would need to report each charity on their taxes for the year. Utilizing a 
donor-advised fund can simplify the process, as donors instead report the DAF’s earnings and withdrawals as a whole. 
 
 
 
Final Thoughts 

 
DAFs provide individuals an opportunity to maximize their charitable contributions. And, in some situations, much of the tax savings 
and account growth that occur are directly passed on to the charity of the donor’s choice.  As a result, DAFs are an enticing strategy  
for charitable individuals and tax-minded investors.   
 
Our firm has an existing relationship with Fidelity Charitable that enables us to facilitate the opening and funding of a DAF on 
our clients’ behalf.  We can also assist in identifying suitable assets for gifting and potential management of the assets within 
the DAF, subject to minimum investment thresholds. 
 
If you have any questions or would like to talk further about your specific financial situation, please reach out to me anytime.   
 
All the best to you and yours. 

 
CONTACT US 
PALISADE CAPITAL MANAGEMENT, L.L.C. 
One Bridge Plaza, Suite 1095, Fort Lee, New Jersey 07024 
www.palisadecapital.com 
(201) 585-7733 

 
 
Sources: 
 
1. https://www.irs.gov/charities-non-profits/charitable-organizations/donor-advised-funds 

2. https://www.fidelitycharitable.org/guidance/philanthropy/what-is-a-donor-advised-fund.html 

 
Important Information: 
 
The information contained herein reflects the view of Palisade Capital Management, L.L.C. and its affiliates (collectively, “Palisade” or the “Firm”) as of 
the date of publication. These views are subject to change without notice at any time subsequent to the date of issue. All information provided in this 
letter is for information purposes only and should not be deemed as investment advice or a recommendation to purchase or sell any specific security. 
While the information presented herein is believed to be reliable, no assurance, representation, or warranty is made concerning the accuracy of the 
data presented. In addition, there can be no guarantee that any projection, forecast, or opinion in the letter will be realized. 
 
Always consult with your CPA or tax professional. State tax laws vary. 
 
This information is confidential and for the use of the intended recipients only. It may not be reproduced, redistributed, or copied in whole or in part for 
any purpose without prior written consent. This document is not intended for distribution to, or use by, any party in any jurisdiction where such 
distribution or use would be contrary to local law or regulation. Certain information included in this document has been obtained from third-party 
sources believed to be reliable. No assurances can be given that such information is accurate. 
 
Palisade is an SEC registered investment management firm established in 1995.   Based in Fort Lee, NJ, the Firm manages a variety of assets for a 
diversified client base, including institutions, foundations, endowments, pension and profit-sharing plans, retirement plans, mutual funds, private limited 
partnerships, family offices, and high net worth individuals.  Registration with the Securities and Exchange Commission does not imply a certain level 
of skill or expertise. 
 
Past performance is not a guarantee of future results. 
 
Please note, each client account has different characteristics and other accounts with the same strategy may have materially different results. The actual 
characteristics of any particular account will vary based on a number of factors including, but not limited to (i) the size of the account; (ii) the timing of 
investment; (iii) investment restrictions applicable to the account, if any; and (iv) market exigencies at the time of investment. 

http://www.palisadecapital.com/
https://www.irs.gov/charities-non-profits/charitable-organizations/donor-advised-funds
https://www.fidelitycharitable.org/guidance/philanthropy/what-is-a-donor-advised-fund.html
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