
If you are the principal of a hedge fund or a private equity �firm, 
there are several obstacles to you receiving a full income tax 
charitable deduction for a donation of interests in your company. 

Fortunately, there also is a solution: a donor-advised (DAF)1— 
so long as the charity that sponsors and administers the DAF 
accepts such assets.

Under U.S. law, donating to a DAF allows you to: 

•  Receive an income tax charitable deduction at the highest level
available for fund interests.

•  Have that deduction based on the fair market value of the fund
interest (rather than your cost basis) at the time of the gift.

Recognizing that income is likely to generate a signi�ficant tax 
liability, you may wish to offset with the largest tax deduction 
permissible.

OBSTACLES TO ROBUST DEDUCTIONS
U.S. tax law generally favors gifting hedge fund and private equity 
interests—which are illiquid assets—to public charities rather than to 
private foundations:2    

•  Fair market value (FMV) vs. cost basis—The value of a gift to
charity of an illiquid asset equals the asset’s fair market value
only if the gift is made to a public charity (or operating
foundation), such as a museum or school. When an illiquid asset
is gifted to a private non-operating foundation, the value of the
deduction is limited to cost basis.

The difference in tax savings to a donor can be considerable.  

Indeed, in this example, the same $1 million gift to charity would 
generate a $2,000 tax deduction if made to a private non-operating 
foundation, but $400,000 if made to a DAF. Here’s why: Assume this 
donor is a founding hedge fund principal who invested $100,000 in 
exchange for limited partnership (LP) interests in his fund. Five years 

later, his LP interests are worth $20 million. Also assume that his 
effective income tax rate is 40%, and that he wants to give to charity a 
5% LP interest in his fund, now worth $1 million. If he gives the LP 
interest to a private foundation, his charitable deduction would be $2,000 
(40% of  5% of his $100,000 basis). But if he gives the LP interest to a 
DAF, his deduction would be $400,000 (40% of $1 million).    

•  Deduction limitations—Because fund interests generally
constitute long-term “capital gain property,” lower deduction
limits apply to donations of such property rather than to cash
donations. The maximum allowable deduction for such gifts is
30% of the donor’s adjusted gross income (AGI), and is available
only for gifts to a public charity (such as a DAF). If the recipient
is a private foundation, the deduction is limited to 20% of the
donor’s AGI.3

In addition, potential recipients often have some very real concerns 
about accepting interests in hedge funds and private equity �firms:

•  Public charities—While donors of fund interests may prefer 
giving to public charities, the public charities often prefer 
receiving donations of liquid assets, such as publicly traded 
stock. Charities can sell those assets and invest the proceeds 
relatively quickly and on their own terms. Public charities also 
tend to believe they lack the resources to properly manage 
complex illiquid financial assets such as fund interests.

•  Private foundations—Managers of private foundations worry that
fund interests create concentration risk in their portfolios and
cause greater scrutiny from the Internal Revenue Service
regarding actual or perceived “self-dealing.” Private foundations
also face a potential payout problem: Fund interests may pump up
the value of a foundation’s assets, but being illiquid, they will not
be readily available when it comes time to raise the funds needed
to meet the foundation’s required 5% annual distribution.4

1   A donor-advised fund (DAF) is a fund (or account) established, owned and controlled by a sponsoring charitable organization to which donors may contribute, and thereafter 
may provide non-binding recommendations regarding distributions from the fund, or the investment of fund assets.

2  Donations to public charities are generally treated under the Internal Revenue Code more favorably than donations to private non-operating foundations on the theory that the 
donated amounts to the former are put to more immediate use for the public good. 

3  The deduction limitations applicable to gifts of cash are 60% of AGI if the donee is a public charity and 30% of AGI if the donee is a private foundation. 
4  Private non-operating foundations are required to distribute 5% of the average fair market value of their assets each year. 
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WHY DAFS HELP SOLVE THE DEDUCTION DILEMMA
Because DAFs qualify as public charities for tax purposes, gifts  
of capital gain property to a DAF account are subject to the higher 
30% of AGI deduction limitation. Moreover, the value of the 
deduction is equal to the fair market value of the property 
transferred.  

When you make a contribution to a DAF, the DAF establishes a 
separate account for you. It can even be named for your family 
(e.g., the Smith Family Giving Fund). You make recommendations to 
the DAF about when and to what public charities distributions will be 
made from this account. While the DAF sponsoring organization has 
�final say over grants, it is the industry norm to approve distributions 
to quali� ed recipients. A few DAF administrators even permit gifting 
internationally and will vet the proposed foreign recipient.5   

DAF accounts also have no required minimum annual distributions. 
The fund interests can remain in the account, and distributions can 
be made as the fund creates liquidity. Moreover, DAF accounts can 
name the donor’s heirs as future advisors regarding investments 
and distributions. 

JUST FOLLOW THE RULES 
That said, there are a number of manageable rules to follow when 
gifting fund interests to a DAF. Here are �five: 

1.  Holding period—Generally, you must have owned the interest for
more than one year, and your interest must be fully vested. This is
because generally only long-term capital gain property is eligible
for a deduction equal to the property’s fair market value, and gifts
of unvested property simply do not qualify for an income tax
charitable deduction.

2.  No encumbrances—The interest being gifted cannot be subject to
any liability; if it is, your transfer of that liability is deemed a
triggering event, which may create income realization and capital
gains tax due if the liability exceeds the interest’s basis.

3.  Appraisal—The fund interest being gifted should be appraised by 
a quali� ed appraiser. The Internal Revenue Service is unlikely to 
consider a quarterly mark as a su�fficient valuation, particularly as 
the interest being transferred would undoubtedly be subject to a 
valuation discount.

4.  No personal benefit—The Internal Revenue Code imposes
restrictions on the activities of both public charities and private
foundations to assure that no ongoing personal bene�fit inures to
the donor who receives a charitable income tax deduction. “Best
practices” for complying with these restrictions should include:

•  No management fees—Fund interests contributed to a DAF
should not be charged a management fee, incentive fee or carry
because, as a principal of the fund, you would be paid a portion
of that fee. Either a separate no-fee share class should be
created for the contribution, or a waiver of fees should be
memorialized in an agreement between you and the DAF.

•  Not counted toward your minimum—If your fund requires that
you have a minimum amount of assets invested in the fund, any
interest owned by your DAF should not be counted toward that
minimum, as that could be deemed an indirect personal bene�fit.

•  No “endorsements”—Generally, charities that operate DAFs will
not accept the gift of a fund interest that constitutes more than
10% of the fund’s value. The concern is that accepting a greater
percentage could be viewed by potential investors as an
endorsement of the fund, thus creating an indirect bene�fit
to you as a principal.

5.  Unrelated Business Taxable Income (UBTI)—Charities are 
generally not subject to ordinary income tax, but an exception 
applies if the charity holds an interest in an active business, or 
holds an interest in a company that owns passive investments but 
has mortgaged property or other debt. Borrowing effectively 
gives rise to “debt-�financed” income that is taxable to charities as 
UBTI at ordinary income tax rates.

Investing in an offshore version of the fund, if available, is an option 
for “blocking” UBTI income. If you hold interests in the onshore fund, it 
may be possible for you to contribute your onshore interests to a DAF, 
and then have the DAF immediately sell those interests and reinvest 
the proceeds in the o�ffshore fund.6  

If there is no offshore fund, investment returns may be su�fficient to 
warrant the UBTI drag on your DAF account’s total return. However, 
the DAF administrator will require you to contribute cash to your 
DAF account to cover any UBTI tax payable.

5  This is true of the Charitable Giving Fund, the DAF o�ffered by J.P. Morgan in conjunction with National Philanthropic Trust, a sponsoring organization and a public charity. 
6  The DAF could still have UBTI accumulated between the date of contribution and the date of sale and purchase, which suggests that the donation and sale should be made 

at the beginning of the year. The underlying assets donated should also be scrutinized to determine whether any of the gain realizations may be subject to UBTI.
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SPONSORING ORGANIZATIONS THAT ADMINISTER DAFS  
HAVE REQUIREMENTS
Sponsoring organizations are public charities that administer  
the separate accounts of their donors. The sponsoring 
organization technically controls the investments held in each 
donor’s account, with donors retaining the more limited right to 
advise on distributions and make recommendations with respect 
to investments.  

Because a DAF is controlled by an independent charitable entity,  
it needs to have its own requirements met before it accepts the 
contribution of an interest in a hedge fund or private equity fund.  
The DAF sponsor will want to conduct due diligence on the fund and 
ensure that the investment is permissible under its Investment Policy 
Guidelines. It will also want to have the right to sell the fund interest 
when and in the manner it chooses.  

More sophisticated DAF sponsors, including National Philanthropic 
Trust (with which J.P. Morgan works), accept donations of fund 
interests, but require a written, signed donation agreement so that all 
terms of the contribution and management of the assets are clear. 
Typically, that agreement provides:

•  A description of the fund interest being contributed and a
representation that such contribution is less than 10% of the
overall assets in the fund.

• Con�firmation that no management fees, incentive fees or carry
are being charged on the fund interest to be held by the DAF.

• Con�firmation that you, as the donor, are not receiving anything
more than a tax bene�fit, either directly or indirectly, as a result
of the gift.

•  For the DAF to be held harmless against future liabilities that
may be incurred, such as capital calls, clawbacks or other
financial obligations.

•  For any UBTI to be covered either by income distributions from
the fund, or from an additional contribution from you.

•  That the DAF may liquidate its position at any time based on the
redemption terms of the fund. Although this is required, keep in
mind that DAFs that accept these contributions do so with the
intention of maintaining their position in the fund, provided the
fund continues to meet or outperform its benchmark.

DAFS CAN MAINTAIN PRIVACY FOR YOU AND YOUR FUND
DAFs generally provide donors with more privacy than foundations do. 

Foundations must annually report the names of their board 
members, contributions received and grants made during the year. 
All this goes on an information return, Form 990-PF, which is �filed 
annually with the IRS and is widely available to the public.

Contributions to DAFs and grants from them can be made without 
attribution, so you can retain as much anonymity as you want.  

Private foundations are also required to list annual income and 
expenses and to provide a balance sheet of assets and liabilities on 
Form 990-PF.  

DAFs do not �file Form 990-PF. There is no separate report or tax 
return required for your separate DAF account.7  

As a result, you can keep private the valuation of your fund and the 
gifts you ultimately make to other charities through your DAF account.  

WHOLE LIFE WEALTH PLANNING
Handled properly, hedge fund and private equity fund interests 
can play an important role in achieving maximum income tax 
benefi s for you and your family. DAFs can also help make your 
philanthropic objectives more attainable. 

Your J.P. Morgan representative is available to discuss your 
wealth-planning and philanthropic goals with you, your family 
and your other professional advisors. 

7 DAFs, as public charities, �file Form 990. This form does not require the identi� cation of donors’ separate accounts.



MAXIMIZE TAX DEDUCTIONS FOR YOUR DONATED FUND INTERESTS | 4

J.P. Morgan and its affiliates and employees do not provide tax, legal or  
accounting advice. You should consult your own tax, legal and accounting advisors 
before engaging in any � nancial transactions. Such advice should be obtained from 
your independent advisors. Prior to making a donation to the Fund you should  
contact your tax or legal advisor. Speci� c tax information contained within these 
materials is believed to be accurate and correct, but in all cases should be  
discussed with your tax or legal advisors.

Accordingly, any discussion of U.S. tax matters contained herein (including 
any attachments) is not intended or written to be used, and cannot be used, in  
connection with the promotion, marketing or recommendation by anyone  
una� liated with JPMorgan Chase & Co. of any of the matters addressed herein or 
for the purpose of avoiding U.S. tax-related penalties.

The J.P. Morgan Charitable Giving Fund (the “Fund”) is offered under an agreement 
between J.P. Morgan and National Philanthropic Trust (“NPT”), a public charity  
incorporated in Pennsylvania.

For additional processing and technology information, please contact your J.P. 
Morgan team. This document is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument. Specifically, this is not an  offer or 
solicitation to purchase any investment solution discussed herein. All  investment 
will be made by NPT through J.P. Morgan Securities LLC and will remain  the 
property of NPT. Under the terms of the Fund, the policies of NPT and  applicable 
law, the account assets are the property of NPT, and NPT has the final approval 
over asset allocation and grant recommendations.  

Other restrictions may exist. For a more complete understanding, please review 
the Charitable Giving Fund Reference Guide, which governs this program, as well as 
the terms and conditions which govern your J.P. Morgan accounts.

The distributor of the J.P. Morgan Funds is J.P. Morgan Distribution Services, 
Inc., which is an a� liate of JPMorgan Chase Bank, N.A. JPMorgan Chase Bank, 
N.A. and its a� liates receive compensation from J.P. Morgan Funds for providing  
services. Please read the prospectus carefully prior to making recommendations in  
mutual funds or exchange-traded funds. Please note that some funds, due to their 
investment objectives and underlying assets, carry more risk than others. The  
prospectus contains information about the risks of investing in a particular fund, 
in addition to management fees and other expenses. Call J.P. Morgan Distribution 
Services at 800.480.4111 or visit www.jpmorganfunds.com for J.P. Morgan Fund 
prospectuses. Third-party exchange-traded fund prospectuses can be obtained 
through each third party’s Internet site, or you may contact your J.P. Morgan  
advisor for assistance. Return and share price will �fluctuate, and redemption value 
may be more or less than original cost. While money market funds seek to maintain 
a stable NAV of $1.00 per share, it is possible to lose money in these funds.

Federal law makes it the responsibility of the donor to determine the value of a 
gift. J.P. Morgan and NPT will make reasonable efforts to process contributions in a 
timely manner, but will not be held liable for contributions not being recognized on 
a particular or certain date. For additional processing and technology information, 
please contact your J.P. Morgan representative.

IMPORTANT INFORMATION ABOUT YOUR INVESTMENTS AND POTENTIAL  
CONFLICTS OF INTEREST

such as J.P. Morgan Investment Management Inc.; (2) when a J.P. Morgan entity 
obtains services, including trade execution and trade clearing, from an a� liate; 
(3) when J.P. Morgan receives payment as a result of purchasing an investment  
product for a client’s account; or (4) when J.P. Morgan receives payment for  
providing services (including shareholder servicing, recordkeeping or custody) 
with respect to investment products purchased for a client’s portfolio. Other  
con�flicts will result because of relationships that J.P. Morgan has with other clients 
or when J.P. Morgan acts for its own account.

Investment strategies are selected from both J.P. Morgan and third-party asset 
managers and are subject to a review process by our manager research teams. 
From this pool of strategies, our portfolio construction teams select those  
strategies we believe �fit our asset allocation goals and forward-looking views in 
order to meet the portfolio’s investment objective.

As a general matter, we prefer J.P. Morgan managed strategies. We expect the  
proportion of J.P. Morgan managed strategies will be high (in fact, up to 100  
percent) in strategies such as, for example, cash and high-quality �fixed income, 
subject to applicable law and any account-speci� c considerations. 

While our internally managed strategies generally align well with our forward- 
looking views, and we are familiar with the investment processes as well as the risk 
and compliance philosophy of the firm, it is important to note that J.P. Morgan 
receives more overall fees when internally managed strategies are included. We 
offer the option of choosing to exclude J.P. Morgan managed strategies (other than 
cash and liquidity products) in certain portfolios.

IMPORTANT INFORMATION

Legal Entity and Regulatory Information
In the United States, Bank deposit accounts and related services, such as checking, 
savings and bank lending, may be subject to approval are offered by JPMorgan Chase 
Bank, N.A. Member FDIC.

JPMorgan Chase Bank, N.A. and its affiliate (collectively “JPMCB”) offer investment 
products, which may include bank-managed accounts and custody, as part of its trust 
and fiduciary services. Other investment products and services, such as brokerage and 
advisory accounts, are offered through J.P. Morgan Securities LLC (“JPMS”), a member 
of FINRA and SIPC.  JPMCB and JPMS are affiliate companies under the common control 
of JPM.  Products not available in all states.

With respect to countries in Latin America, the distribution of this material may be 
restricted in certain jurisdictions. We may offer and/or sell to you securities or other 
financial instruments which may not be registered under, and are not the subject of a 
public offering under, the securities or other financial regulatory laws of your home 
country. Such securities or instruments are offered and/or sold to you on a private basis 
only. Any communication by us to you regarding such securities or instruments, including 
without limitation the delivery of a prospectus, term sheet or other offering document, is 
not intended by us as an offer to sell or a solicitation of an offer to buy any securities or 
instruments in any jurisdiction in which such an offer or a solicitation is unlawful. 
Furthermore, such securities or instruments may be subject to certain regulatory and/or 
contractual restrictions on subsequent transfer by you, and you are solely responsible 

Conflicts of interest will arise whenever JPMorgan Chase Bank, N.A. or any of its 
affiliates (together, “J.P. Morgan”) have an actual or perceived economic or other 
incentive in its management of our clients’ portfolios to act in a way that  benefits 
J.P. Morgan. Conflicts will result, for example (to the extent the following  activities 
are permitted in your account): (1) when J.P. Morgan invests in an investment  
product, such as a mutual fund, structured product, separately managed account or 
hedge fund issued or managed by JPMorgan Chase Bank, N.A. or an affiliate,

for ascertaining and complying with such restrictions. To the extent this content makes 
reference to a fund, the Fund may not be publicly offered in any Latin American country, 
without previous registration of such fund’s securities in compliance with the laws of the
corresponding jurisdiction. Public offering of any security, including the shares of the 
Fund, without previous registration at Brazilian Securities and Exchange Commission—
CVM is completely prohibited. Some products or services contained in the materials 
might not be currently provided by the Brazilian and Mexican platforms.
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Non-Reliance
Certain information contained in this material is believed to be reliable; however, JPM 
does not represent or warrant its accuracy, reliability or completeness, or accept any 
liability for any loss or damage (whether direct or indirect) arising out of the use of all 
or any part of this material. No representation or warranty should be made with regard 
to any computations, graphs, tables, diagrams or commentary in this material, which 
are provided for illustration/reference purposes only. The views, opinions, estimates 
and strategies expressed in this material constitute our judgment based on current 
market conditions and are subject to change without notice. JPM assumes no duty to 
update any information in this material in the event that such information changes. 
Views, opinions, estimates and strategies expressed herein may differ from those 
expressed by other areas of JPM, views expressed for other purposes or in other 
contexts, and this material should not be regarded as a research report. Any projected 
results and risks are based solely on hypothetical examples cited, and actual results 
and risks will vary depending on specific circumstances. Forward-looking statements 
should not be considered as guarantees or predictions of future events. 

Nothing in this document shall be construed as giving rise to any duty of care owed to, 
or advisory relationship with, you or any third party. Nothing in this document shall be 
regarded as an offer, solicitation, recommendation or advice (whether financial, 
accounting, legal, tax or other) given by J.P. Morgan and/or its officers or employees, 
irrespective of whether or not such communication was given at your request. J.P. 
Morgan and its affiliates and employees do not provide tax, legal or accounting advice. 
You should consult your own tax, legal and accounting advisors before engaging in any 
financial transactions. 

Risks, Considerations and Additional Information
There may be different or additional factors which are not reflected in this material, 
but which may impact on a client’s portfolio or investment decision. The information 
contained in this material is intended as general market commentary and should not 
be relied upon in isolation for the purpose of making an investment decision. Nothing 
in this document shall be construed as giving rise to any duty of care owed to, or 

advisory relationship with, you or any third party. Nothing in this document is intended 
to constitute a representation that any investment strategy or product is suitable for 
you.  You should consider carefully whether any products and strategies discussed are 
suitable for your needs, and to obtain additional information prior to making an 
investment decision. Nothing in this document shall be regarded as an offer,
solicitation, recommendation or advice (whether financial, accounting, legal, tax or 
other) given by JPM and/or its officer or employees, irrespective of whether or not 
such communication was given at your request. JPM and its affiliate and employees 
do not provide tax, legal or accounting advice. You should consult your own tax, legal 
and accounting advisors before engaging in any financial transactions.  Contact your 
J.P. Morgan representative for additional information concerning your personal 
investment goals. You should be aware of the general and specific risks relevant to the 
matters discussed in the material. You will independently, without any reliance on JPM, 
make your own judgment and decision with respect to any investment referenced in 
this material.

J.P. Morgan may hold a position for itself or our other clients which may not be 
consistent with the information, opinions, estimates, investment strategies or views 
expressed in this document.  JPM or its affiliate may hold a position or act as market 
maker in the financial instruments of any issuer discussed herein or act as an 
underwriter, placement agent, advisor or lender to such issuer. 

References in this report to “J.P. Morgan” are to JPM, its subsidiaries and affiliate
worldwide. “J.P. Morgan Private Bank” is the brand name for the private banking 
business conducted by JPM.

If you have any questions or no longer wish to receive these communications, please 
contact your J.P. Morgan representative.




