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For many advisors, discussing the charitable interests of their clients is  

not part of their usual dialogue. This Ebook will address how to begin the 

conversation, a definition of what a donor advised fund (DAF) is, five  

scenarios of when & how to use a DAF to master a complex gift, and tips  

on how to help a donor choose the best DAF for them.



How to Start the Conversation On  
Charitable Planning 

Whether your specific role is as a financial planner, attorney, wealth advisor, 

or related occupation, explain to your clients that a conversation concerning 

their charitable interests will allow you to provide them the best professional 

advice possible.
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The questions to start with include:

1. “Are you currently involved with any non-profit organizations?  

How . . . as a donor, volunteer, board member?” 

2. “Do you typically support the same charities every year or do you vary  

your support from year to year?” 

3. “How do you decide which charities you support?” 

4. “Who else helps you decide which charities to support?” 

5. “Do you give the same amount each year? Upon what does it depend?” 

6. “Which donations have you made that have provided the greatest  

satisfaction or regret?” 

7. “Would you prefer to give anonymously or receive recognition?” 

8. “What types of assets have you used when you have donated in the past? 

Cash, checks, appreciated stock, other non-cash assets?” 

9.  “Do you have any charitable vehicles in place, such as a private foundation 

or donor advised fund?” 

10. “Do you want to donate during your lifetime, at death, or for  many years 

after your death?”

mastering complex giving
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• Enjoy immediate and maximum income and/or estate tax  
advantages. 

• Make donations on a flexible time table through the public 
charity. 

• Build a charitable legacy within their family and among their 
favorite charities. 

• Grow charitable funds that will allow them to earn and donate 
more money for the explicit purpose of charitable support.

What is a Donor Advised Fund?
A donor advised fund (DAF) could be best described as a charitable bank 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 funding charitable gifts. This 

public charity serves as the administrator of the DAF.

A donor and their family can use a DAF to structure their charitable planning (either during their lifetime 

or after they have departed) to do the following:
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5 Scenarios: Complex Asset Planning 
Strategies with a DAF
According to Giving USA, individual “giving while living” makes up 73% of all charitable giving with 

the vast majority of those donors (75%) being over the age of 45 years old.

While gifting cash and appreciated securities can be “quick and easy” strategies, there are more  

complex strategies available that can better serve a donor’s interests. Mastering these concepts 

can help your clients fulfill their “giving while living” goals.
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1. roth conversions and

charitable planning

At the beginning of 2010, the $100,000 MAGI (Modified 

Adjusted Gross Income) limit on Roth IRA conversions 

was lifted. However, Roth IRA holders were still resis-

tant to convert because of the tax liability that would be 

created. 

A donor can establish a donor advised fund as a 

companion to the converted Roth account and fund the 

DAF with cash or a variety of appreciated asset types 

that they may have outside of the conversion assets. The 

income tax deduction on the DAF contribution offsets 

the increased tax liability resulting from the Roth con-

version. 

Inversely, many philanthropic families support 

numerous organizations in their communities and give 

enough that they cannot use the full tax benefit of their 

gifts in that year.   

Consequently, the donor may need to carry forward 

those deductions.  This situation may create an opportu-

nity to initiate the discussion about converting a stan-

dard IRA to a Roth IRA without a tax liability by using the 

charitable carryforward deductions. 

2. leverage life insurance for

charitable legacy

Purchasing life insurance for estate liquidity has been 

a standard life insurance technique for many years. 

Here are some other “giving while living” strategies that 

include life insurance with a donor advised fund:

a. Direct Donation of Existing Policy for 

Surrender/Settlement: 

Donors who have old policies once acquired 

for other reasons (mortgage/debt risks, 

education for children, survivor income 

security, veterans policies, etc.) may no 

longer need the coverage and can gift the 

policy directly into a donor advised fund 

(DAF).  By donating the policy to a DAF for 

the purpose of having the DAF surrender or 

settle the policy, the donor can create 

charitable liquidity while they are living 

without a lot of out-of-pocket expense. 

b. Direct Donation of Dividends: 

The annual dividends of the policy can be 

assigned into a DAF. This  eliminates out- 

of-pocket contributions while still creating 

a deduction as dividends are paid. 
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This process can be amplified by using the 

dividends to purchase a new policy of  

which the DAF administrator becomes the 

irrevocable owner and beneficiary. 

c. Using Current Appreciated Assets to 

Increase Leverage: 

By giving appreciated long-term capital 

gain property to the donor advised fund 

(e.g. stocks, real estate, mutual funds, etc.), 

the donor avoids capital gains tax and 

receives a deduction for full-market value 

of the assets. Using all or a portion of this 

cash to then fund a life insurance policy 

provides even more leverage, creating an 

even larger gift that can help heirs become 

actively involved in philanthropy, and thus 

pass on family values.

3. illiquid asset leverage

An estimated 90% of the personal wealth in the U.S. 

is comprised of illiquid assets, such as real estate and 

closely held stock (primarily S-corp and C-corp shares.) 

This will cause most of the Baby Boomers to experience 

what may be the largest transfer of wealth in U.S. history. 

By gifting these illiquid assets to a DAF, donors can often 

structure these gifts so they can receive the best tax 

benefits, support their favorite causes, and still maintain 

operational control of the asset. 

After a donor establishes a donor advised fund, they 

irrevocably transfer a small percentage of real estate 

or closely held business shares/interests (typically 

non-voting interests) into the DAF. The donor may be 

eligible for an immediate federal tax deduction equal 

to the Fair Market Value (FMV) of the asset, up to 30% 

of his adjusted gross income (AGI) with up to a five year 

carryforward. 

After the asset has been transferred to the DAF, 

 the client can still be engaged in facilitating the sale  

of the asset. Once a sale has been completed, the cash 

proceeds for the portion owned by the DAF would be 

placed in the fund.

4. closely held stock gift and

redemption

A client may have a block of shares in a closely held 

company where they are not the owner/operator of 

the company.  Often there may be a strong personal 

attachment to the shares; perhaps the shares were 

inherited or the client once worked for the company 

in question. While it would be better for them to have 

a more diversified portfolio, their emotional inability to 

let go of the asset or the fear of capital gains has made 

that difficult.

Because closely held stock typically has such a high 

value, by putting as little as a single share in a donor 

advised fund (DAF), the stockholder can create the 

charitable benefits they are looking for.  Often, after 

receiving the stock share from the donor, the DAF 

can then approach the closely held company about 

repurchasing the share at a market rate.  This can allow 

the closely held company to avoid putting the share 

into the open market.

5. the benefits of charitable trusts

Charitable trusts are being “reinvigorated” as a strategy 

to offset net investment income as well as being used 

in the leveraged and discounted sale and buyouts with 

family limited partnerships (FLPs) and family limited 

liability companies (FLLCs.) The combination of a donor 

advised fund as the charitable beneficiary in these 

trusts can allow  donors the ability to easily change their 

charitable affinities as well as include their heirs in their 

charitable decisions. 

5 Scenarios Continued
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Here are a few areas where synergy exists between 

charitable trusts and DAFs:

• Charitable Remainder Trusts (CRT):

Charitable Remainder Trusts receive cash 

or property from the donor, make payments 

for the donor’s lifetime or a specified term 

of years, then distributes the remainder to 

charity. A Charitable Remainder Annuity 

Trust (CRAT) pays a fixed dollar amount each 

year. By contrast, a Charitable Remainder 

Unitrust (CRUT) pays an amount equal to 

a percentage of the trust value at the 

beginning of each year. 

Furthermore, a Net Income Unitrust 

(NICRUT) pays the lesser of the trust’s net  

income or the standard amount. A Net 

Income with Makeup Unitrust (NIMCRUT) is 

like a NICRUT but can make up distributions. 

Finally, a FLIP Trust pays like a NIMCRUT 

until a certain date or event then “flips” to 

pay out like a standard unitrust.

• Charitable Lead Trusts (CLT):

Charitable Lead Trusts receive cash or 

property from a donor and make payments 

to charity for a specified period, then 

distributes the trust property to a designated 

beneficiary. The gift and estate tax deduction 

is equal to the present value of the income 

to charity. When the 7520 rate approaches 

4% or lower, lead trusts paying 6% to 8% 

provide a very significant gift or estate tax 

deduction. 

Another typical Lead Trust is a Grantor 

CLT. A Grantor CLT receives property that 

ultimately returns to the donor, who gets 

an income tax deduction when the trust is 

created. However, the donor has to report 

trust income on his or her personal income 

tax return each year.

5 Scenarios Continued
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Tips to Help Clients Choose the 
Best Donor Advised Fund
The following is a simple list of questions that a potential donor needs to consider when figuring 

out what donor advised fund may be best for them and their interests:
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tip #1 affiliations

Is the organization that sponsors a donor advised fund 

affiliated with another entity (for-profit or non-profit), 

or is it independent? How might these affiliations help or 

hinder the donors’ use of a fund now or in the future?

tip #2 contributions

What types of assets are eligible for contribution, e.g. 

cash, marketable securities, closely held securities, real 

estate, and life insurance? In some cases, the best 

opportunity that a donor has to give is through the 

donation of illiquid assets. Is there a requirement that 

the contributed asset be immediately liquidated?

tip #3 investments

What investment choices are available to you? Are 

contributions pooled (meaning that the dollars donated 

are pooled with other donors for investment purposes?) 

Or can the dollars be separately managed in their own 

investment account? Can your financial advisor play an 

ongoing role in providing investment services for your 

donor advised fund?

tip #4 grant distributions

Are there restrictions on grant distributions, i.e. 

geographic, religious, etc.? Is there a minimum annual 

distribution requirement that you the donor must give, 

or a maximum annual limit that restricts how much you 

want to give away?

tip #5 succession

How flexible are the provisions for succession upon your 

death? Is involvement limited to you and your spouse? 

Or as the donor, can you name other successive advisors 

such as children or other individuals of your choice?

tip #6 online access

Does the program offer the ease of secure online access 

to your account?

tip #7 costs

Is there a set-up fee or termination fee? What is the 

annual administrative fee? Are there hidden fees in the 

fine print, such as minimum account level charges? Does 

the organization require a certain portion of the fund 

to be set-aside for its own purposes? Most importantly, 

will they allow you to transfer the fund in the future to 

another DAF administrator, or are your funds held 

permanently by the initial administrator?

mastering complex giving
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Conclusion
Mastering some of the complex giving strategies that exist can allow you  
to integrate charitable planning as a tool to serve your clients and build your 
practice. 

By understanding the charitable interests of your clients, you can better  
position the depth of your expertise and the alternative solutions you can 
provide in helping them “give while they live” in ways that are tax-smart  
and innovative as well. 
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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/



