
What is a Donor-Advised Fund (DAF)? 
A Donor-Advised Fund (DAF) is a charitable giving vehicle that allows individuals, families, 
or organizations to make irrevocable contributions to a fund, receive an immediate tax 
deduction, and recommend grants to their favorite charities over time. It is a flexible, tax-
efficient, and strategic way to manage charitable giving. 

DAFs are typically managed by public charities, community foundations, or financial 
institutions, which handle the administrative tasks, investment management, and 
distribution of grants to qualified nonprofit organizations. 

 

How Does a Donor-Advised Fund Work? 

1. Establish the Fund: 

o The donor opens a DAF account with a sponsoring organization (e.g., a 
community foundation, financial institution, or nonprofit). 

o The donor makes an irrevocable contribution to the fund, which becomes the 
property of the sponsoring organization. 

2. Make Contributions: 

o Contributions can include cash, stocks, mutual funds, real estate, or other 
appreciated assets. 

o The donor receives an immediate tax deduction for the contribution, subject 
to IRS limits. 

3. Invest the Fund: 

o The sponsoring organization invests the assets in the DAF, allowing them to 
grow tax-free over time. 

o Donors can often recommend how the funds are invested, choosing from a 
range of investment options. 

4. Recommend Grants: 
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o The donor can recommend grants to qualified 501(c)(3) nonprofit 
organizations at any time. 

o Grants can be made immediately or over several years, allowing donors to 
support charities strategically. 

5. Charities Receive Grants: 

o The sponsoring organization reviews and approves the donor's grant 
recommendations, ensuring the recipient organizations meet IRS 
requirements. 

o Once approved, the grants are distributed to the charities. 

 

Key Features of Donor-Advised Funds 

1. Immediate Tax Benefits: 

o Donors receive an immediate tax deduction for their contributions, even if the 
funds are distributed to charities at a later date. 

2. Flexibility: 

o Donors can contribute to the fund in one year and recommend grants over 
time, allowing for strategic and long-term charitable giving. 

3. Tax-Free Growth: 

o Contributions to the DAF are invested and grow tax-free, potentially 
increasing the amount available for charitable grants. 

4. Anonymity: 

o Donors can choose to remain anonymous when making grants, offering 
privacy in their charitable giving. 

5. Ease of Administration: 

o The sponsoring organization handles all administrative tasks, including 
record-keeping, compliance, and grant distribution. 

6. Legacy Planning: 

o Donors can name successors or beneficiaries to continue recommending 
grants from the fund, creating a lasting philanthropic legacy. 
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Tax Benefits of Donor-Advised Funds 

1. Income Tax Deduction: 

o Cash contributions are deductible up to 60% of the donor's adjusted gross 
income (AGI). 

o Contributions of appreciated assets (e.g., stocks, real estate) are deductible 
up to 30% of AGI, and donors avoid paying capital gains taxes on the 
appreciation. 

2. Estate Tax Benefits: 

o Contributions to a DAF reduce the size of the donor's taxable estate, 
potentially lowering estate taxes. 

3. Capital Gains Tax Savings: 

o Donating appreciated assets directly to a DAF avoids capital gains taxes, 
maximizing the value of the contribution. 

 

Advantages of Donor-Advised Funds 

1. Simplicity: 

o DAFs simplify charitable giving by consolidating contributions and grants into 
one account. 

2. Strategic Giving: 

o Donors can take time to research and plan their charitable contributions while 
the funds grow tax-free. 

3. Cost-Effective: 

o DAFs often have lower administrative costs compared to setting up a private 
foundation. 

4. Family Involvement: 

o DAFs allow families to collaborate on charitable giving, fostering a culture of 
philanthropy across generations. 
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5. Support for Multiple Charities: 

o Donors can support a variety of causes and organizations through a single 
fund. 

 

Limitations of Donor-Advised Funds 

1. Irrevocable Contributions: 

o Once a contribution is made to a DAF, it cannot be withdrawn or used for 
personal purposes. 

2. No Direct Control: 

o While donors can recommend grants, the sponsoring organization has the 
final authority to approve or deny them. 

3. Fees: 

o DAFs may charge administrative and investment management fees, which can 
vary depending on the sponsoring organization. 

4. Restrictions on Recipients: 

o Grants can only be made to qualified 501(c)(3) organizations, and cannot be 
used for personal benefits, political contributions, or non-charitable purposes. 

 

Who Should Consider a Donor-Advised Fund? 

A DAF is ideal for individuals or families who: 

• Want to simplify and centralize their charitable giving. 

• Seek immediate tax benefits while distributing funds over time. 

• Have appreciated assets they wish to donate tax-efficiently. 

• Desire flexibility and anonymity in their philanthropic efforts. 

• Want to involve family members in charitable decision-making. 

 

Conclusion 
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Donor-Advised Funds are a versatile and tax-efficient tool for charitable giving. They allow 
donors to make a meaningful impact on the causes they care about while enjoying 
significant tax benefits and simplifying the administrative burden of philanthropy. By working 
with a trusted sponsoring organization, donors can create a lasting legacy of generosity and 
support for their community. 

Page  of 5 5


	What is a Donor-Advised Fund (DAF)?

