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American Endowment Foundation

Unlocking the Wealth in S-Corp Shares

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(DAF) paves the way to that legacy.

An illustration of how a donor could gift S-corp shares to a charity is illustrated below:
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STEP 1: STEP 2: STEP 3: STEP 4:
E S1MILLION S1MILLION UBIT Taxes $210,000 $790,000
A donor gifts $1 million of The charity sells the S-corp On gifts of S-corp shares, most The charity keeps $790,000
< S-corp shares (with a cost basis shares for $1 million. charities must pay a tax after taxes.
of zero) to a charity that is (Unrelated Business Income Tax ($1,000,000 - $210,000 =
>< willing to accept such a gift. The - UBIT) at the corporate income . f$790 000) :
donor receives a $1 million tax tax rate of 21% on the :
deduction. The charity assumes appreciated shares.
the donor’s cost basis of zero. ($1,000,000 x 21% = $210,000) a

Gifting Directly to Charity

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.
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STEP 2:
$1 MILLION $1MILLION UBIT Taxes $80 000 $890, 000
A donor gifts $1 million of DAF #1 sells the S-corp shares DAF#1 gets a charitable deduction After payment of DAF#1's fees (3% in
S-corp shares (with a cost basis  for $1 million and gifts the net  of 60% for the gift made to DAF#2 this transaction; 3% fee on $1,000,000
of zero) into DAF #1. The donor proceeds to DAF #2. ($1,000,000 - 60% = $400,000) = $30,000) DAF#2 holds the
receives a $1 million tax This help offsets the UBIT down to $890,000 and utilizes it based on the
deduction. 20% on the remaining $400,000 donor’s recommendations and

(20% of $400,000 = $80,000) timeline ($1,000,000 - $80,000 UBIT -
$30,000 fee = $890,000)
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Gifting S-Corp Shares Using a DAF
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