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Donor-Advised Funds (DAFs) have catapulted in popularity. If
you’re still unsure what they are but give generously to char-
itable organizations, it’s time to understand their immense

tax-saving potential.

The National Philanthropic Trust reported an increase across
the board for DAF activity in 2021. Grants from DAFs to qualified
charities increased 27% compared to 2019, and the DAF payout
rate was one of the highest on record. They’re certainly more
than a fad. The number of individual DAF accounts in the U.S.

recently surpassed one million.

So what are DAFs? They’re “a little like a personal charitable sav-
ings account,” explains The Chronicle of Philanthropy. DAFs are
private funds administered by a third party to manage charitable
donations aggregated from multiple donors. As Investopedia
explains, “they offer the donor greater ease of administration,
while still allowing them to maintain significant control over the
placement and distribution of charitable gifts. In addition, compa-
nies are able to offer this service to clients with fewer transaction
costs than if the funds were handled privately. Donor-advised
funds democratize philanthropy by aggregating multiple donors

and processing high numbers of charitable transactions.”

San Antonio Area Foundation, just one local nonprofit among

many that encourage donations through DAFSs, explains how

DAFs work as:

1. You make an initial, irrevocable gift of cash or stock to fund
a DAF.

2.The assets in your DAF grow tax-free.

3.You make annual recommendations on gifts to be made from
your DAF.

4. When you pass away, your children may recommend charitable
gifts from your DAF.

DAFs can be especially tax-advantaged in windfall years due to
significant capital gains or appreciated assets (including closely
held stock, real estate and even cryptocurrencies or other
personal property). But it can also be beneficial to proactively
“bunch” a few years’ worth of charitable donations into one year
to push past the standard deduction threshold and get more
deductible “bang for your buck.”

As you tuck those funds into a DAF, you don’t have to decide
which charities will receive how much or when. But there are
some cautions to discuss with an advisor first, including a pos-
sible law change that will put a time limit on how long funds can
remain in DAFs before they’re distributed to qualified charities.
Not all funds are created equal—just as no two taxpayers’ oppor-
tunities are the same—so it’s essential to weigh the pros and cons

with a professional before choosing.

Steven Bankler has more than 45 years of experience in the accounting industry. Steven’s
expertise lies in consulting, planning, tax, and asset protection as well as exit strategy services
for closely held businesses. He also provides litigation support (both as a testifying expert
witness and a consulting expert), business negotiations and estate planning. Visit www.
bankler.com for additional tax strategy tips and to learn more about Steven Bankler, CPA, Ltd.
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