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American Business Wealth 
is Closely Held
S-corporations are the most prevalent business structure in the US; it is estimated there are nearly 4.5

million businesses that are structured as S-corps, with an estimated value of nearly $3 trillion in assets.

Although C-corporations make up all a smaller share overall of American business classifications, 

there are approximately 1.7 million businesses classified as C-corps.

Limited liability corporations (LLC) and limited partnerships (LP) round out the remainder of privately 

held businesses.

Introduction

The majority of American business value is held within the bounds of closely 

held stock. By definition, this value is not publicly traded on stock exchanges. 

Closely held stock comes into creation when a business person incorporates 

their business yet retains all ownership of the business’ shares.

For many business owners, the only way to recognize the actual value of 

their business is at the point of sale when they exit their business. However, 

by understanding how they can unlock the trapped wealth in their closely 

held shares, they have the opportunity to engage in building a charitable

 legacy, retain some degree of business control, and do it in a way that is 

tax-smart and easy to implement.
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Understanding the Differences 
(C-Corps & S-Corps)
S-corps and C-corps have a variety of similarities:

Distinct differences exist between the two in the following areas:

taxation

corporate ownership

• Both structures provide a limitation of liability, 

so shareholder owners don’t have a personal 

responsibility for business debts/liabilities.

• The business is a distinct and separate legal 

entity.

• Documents, such as Articles of Incorporation, 

must be filed with the state.

• The structures are identical, with directors, 

officers, and shareholders and their specific 

duties assigned within the filing documents.

• Corporate formalities such as bylaw adoption, 

director meetings, etc. are the same.

• C-corps are a taxable entity; they pay taxes

at a corporate level via Form 1120. Double

taxation exists as a possibility; corporate

income distributed via dividends to owners

becomes personal income and are susceptible

to personal taxation.

• C-corps have no restriction on who may be an

owner, and different stock classes may exist.

• S-corps may not have more than 100

shareholders, the shareholders must be US

citizens/residents, and only one class of

stock may exist.

• S-corps are pass-through taxable entities.

No corporate income tax is paid, however an 

informal tax return (Form 1120S) is required. 

Business profits/losses are passed through the 

business to their owner(s) and reported on their 

personal income tax return(s).

• S-corps cannot be owned by other S-corps,

C-corps, LLCs, partnerships or trusts.

http://www.bizfilings.com/learn/s-corporation-vs-c-corporation.aspx
http://www.bizfilings.com/learn/s-corporation-vs-c-corporation.aspx
https://www.irs.gov/uac/About-Form-1120
https://www.irs.gov/pub/irs-pdf/i1120s.pdf


Needing the Key to Unlock the Value 

For many business owners who have a C-corp or S-corp, the need to unlock the 

trapped value of their closely held shares usually occurs when a business exit 

is in the works. The impetus for wanting to sell can vary widely. 
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However, what may end up being overlooked during this process is a means by which the owner can 

achieve a partial liquidation of their privately held shares, and do that in a way that is tax-smart and  

allows the owner to build a charitable legacy instead of signing a hefty tax check.

This is where a donor advised fund (DAF) investment can play a role. A DAF is best described as a  

charitable investment account that provides simple, flexible, and efficient ways to manage charitable 

giving. The money that goes into a donor advised fund becomes an irrevocable transfer to a public  

charity with the specific intent of supporting the donor’s favorite charitable causes on the donor’s  

convenient timetable. This public charity serves as the administrator of the DAF.  

Donors can: 

• Contribute a wide range of asset types including closely held shares.

• Receive the best tax benefits avaiable.

• Stay involved to advise the sponsoring charity on all aspects of the 
DAF.

At American Endowment Foundation (AEF), a donor’s financial advisor can continue to manage the DAF 

investment on their familiar custodial platform at all dollar levels.  

The following pages provide guidance on how a donor advised fund can play a role. 

http://www.investopedia.com/articles/08/sell-side.asp
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An illustration of how a donor could gift S-corp shares to a charity is illustrated below:

Unlocking the Wealth of S-Corp Shares

S-corporations are the most prevalent business structure in the US; it is

estimated that there are nearly 4.5 million individual businesses that are

structured as S-corps, with an estimated value of nearly $3 trillion in assets.

However, due to the nature of S-corp structure, the value of these assets  

are in an illiquid form. When a business owner is ready to exit their business, 

the ability to unlock the trapped wealth within these closely held shares  

presents an opportunity for the business owner to build a tax-smart  

charitable legacy. A donor advised fund paves the way to that legacy.
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Avoiding the fact that some charities may not have the capability nor desire to accept S-corp shares, there 

is a way that the donor could make a donation of these closely held shares that is tax-smart and allows 

more money available for charitable gifts. Let’s look at the example below:

From the example above, the clear advantage of donor advised funds are evident. By implementing a DAF, 

the donor received an immediate tax benefit from their illiquid S-corp shares, and was able to retain a 

larger share of the gift to support his or her charitable interests.

In the case of a DAF at AEF, a donor’s financial advisor can continue to manage the invested assets on 

their familiar custodial platform at all dollar levels.

gifting s-corp shares using a daf



Releasing the Trapped Wealth 
In C-Corps, LLCs and LPs
Although C-corporations today have become a smaller share overall of American 
business classifications, there are approximately 1.7 million businesses currently 
that are classified as “C-corps.”
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Limited liability corporations (LLC) and limited partnerships (LP) are some of the other prevalent 

corporate structures in existence.

For those business owners who are nearing retirement and are desiring a business exit, their closely  

held shares can prove to be a powerful tool in securing tax savings and setting free that locked wealth 

and turning it into charitable good.

One of the biggest impediments in donating the value of such shares to charity is that many charitable 

organizations are ill-equipped in accepting such a gift and turning it into usable cash.

Unlocking the wealth of C-corp, LLC or LP shares for charitable use needs to follow a specific path:

• The owner would need to donate these shares 

into a charitable vehicle, such as a donor 

advised fund (DAF), prior to the close of the 

business sale.

• Like gifts of marketable securities, the value of 

these shares are deductible at the fair market 

value on the contribution date. The value would 

need to be determined by a qualified appraisal.

• The appraisal must occur within 60 days before 

the date of the donation and not past the date 

of the donor’s tax return for the year that the 

gift is made.

• The shareholder agreements must be reviewed 

to determine the specifics concerning allowable 

transfers, timing, and required processes or 

restrictions concerning how these shares can be 

transferred to a charitable vehicle.

https://www.legalzoom.com/articles/llc-or-lp-whats-best-for-your-business
https://www.legalzoom.com/articles/llc-or-lp-whats-best-for-your-business


The Tax Reducing Power of 
Donor Advised Funds
Due to their structure, donor advised funds provide specific tax reduction opportunities in 

the following ways: 
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1. income tax deductions

The donor receives an immediate tax deduction in the year they contribute to their 

DAF. Since American Endowment Foundation (AEF) is a public charity, contributions 

made to AEF-managed donor advised funds immediately qualify for maximum income 

tax benefits. The IRS does mandate annual limitations, depending upon the donors 

adjusted gross income (AGI):

• Deduction for cash — up to 60% of AGI

• Deduction for securities and other appreciated assets (up to 30% of AGI)

• There is a five-year carry-forward for unused deductions. 

2. capital gains tax avoidance

The donor will incur no capital gains tax on gifts of 

appreciated assets (i.e. securities, real estate, other illiquid assets)

3. estate tax avoidance

The DAF will not be subject to estates taxes. 

4. tax-free investment appreciation

 The investments in the DAF appreciate tax-free, 

providing the donor additional funds they can use for charitable gain.

5. alternative minimum tax (amt) reduction

If the donor’s income is subject to alternative minimum tax (AMT), the contribution to 

their donor advised fund will reduce their AMT impact. 

trapped wealth
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Conclusion
By understanding how to unlock the trapped value of closely held shares, 
business owners can achieve flexibility and innovation with this complex  
asset that they may never had imagined.

For the trusted financial advisors that work with them, they can now offer 
wisdom in the business succession process that they may never have been 
able to previously, and bring a new type of asset under their management.

trapped wealth

We look forward to answering any questions you may have. 

Contact us or visit our website to learn more.

V. 21-07

https://www.aefonline.org/contact
https://www.aefonline.org/



